This Month 


THE GENERAL RELIEF PROVISION OF THE 
EXCESS PROFITS TAX LAW—SEC. 722 


By ALGER B. CHAPMAN 


THE SEARCH FOR ABNORMALITIES 
By Harvey W. PETERS 


BASIC PRINCIPLES FOR WITHHOLDING 
TAXES ON WAGES AND SALARIES 
By W. L. HEARNE 


CONTRACT TERMINATION: THE PROBLEM 
AND THE OPPORTUNITY 


By DuNDAS PEACOCK 


PRACTICAL PROBLEMS IN TRANSITION 
TO 48-HOUR WORK WEEK 
By VERL L. ELLIOTT 








MR. SKIRM: Peggy, how many times do 
you use a sheet of carbon paper? 


PEGGY: Why, uh... ah, about 20 times 


IT guess. 


MR. SKIRM: I thought so. Here, take a 
look at this: 


Mr. Skirm yelled, “WA/ 


...SO | waited! 








This is the sixtt 
sheat of 


Company, 





of the Royal Typewritor 
of carbon paper had been used 59 times Lefore} 
The test was made at the Unitad 5ta tos resting 
Inc,, one of America's la 

independent testing laboratories. S08 “what 

-a clear, legible copy this sixtieth 


th copy made with the same 
Park Avenue Carbon Paper, a 


product 
Company. fhis sheet 


one is} 








PEGGY: Jeepers, it’s a miracle! How 


come? 


MR. SKIRM: As I understand it, Park 
Avenue is deep-inked by some special 
process that soaks the ink deep into the 
paper. Another reason is Park Avenue’s 
extension edge. That lets you reverse 
each sheet, top to bottom, so that you 
use all parts of the paper. 

PEGGY: Ah me, too bad such 18-carat 
carbon paper can’t be on the desk of every 
girl in the office. 


MR. SKIRM: It’s going to be, starting 
Monday. And, believe me, I’m going 
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to expect you girls to get a lot more 
mileage out of your carbon paper from 
now on! 


*Trade-Mark Recistered U. S. Pat. Off. 
Copyright 1942, Royal ‘l'ypewriter C.umpany, Inc. 
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Park AVENUE is only one of the out- 
standing carbon papers in the Roytype* 
line. Roytype is the carbon paper and 
ribbon division of the Royal Typewriter 
Company. Why not get your purchas- 
ing agent to call in the local Royal 
Typewriter representative today? He 
can quickly show you which weight 
and finish of Royal Carbon Paper ex- 
actly fits your every typing need. 


* * * 


The armed forces need typewriters! 
See how many of your standard ma- 
chines (made since Jan. 1, 1935) you 
can spare. Call your nearest Royal 
Branch — we will buy them, affix the 
Government seal, and pay you the Gov- 
ernment fixed price. 
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DATES AHEAD 


TWELFTH ANNUAL 
MEETING 


September 20, 21, 22, 1943 
New York City 


MEETING DATES OF 
CONTROLS 


May 
| May 4—Buffalo 
May 5—Bridgeport 
May 6—Philadelphia 
| May 10—Kansas City 


May 11—Cincinnati, Cleveland, 
Dayton, Milwaukee, Twin 
Cities 


| May 12—Baltimore 

May 14—Chattanooga 

| May 18—Indianapolis, Syracuse 

May 20—Los Angeles, New 
York City, San Francisco 

May 24—Pittsburgh, St. Louis 

May 25—Chicago, Detroit, Dis- 
trict of Columbia, Houston, 
Joint Meeting of Hartford and 
Springfield at Springfield 

May 26—Boston, Louisville, 
Rochester 


| June 
1—Buffalo, Twin Cities 
2—Bridgeport 


June 
June 
| June 8—Cincinnati, Cleveland 


June 9—Baltimore, 
olis 

| June 10—Dayton, Hartford 

| June 14—Chattanooga, Kansas 
City 

| June 15—Springfield, Syracuse 


Indianap- 


| June 17—Los Angeles, New 

| York City, San Francisco 

| June 28—Pittsburgh, St. Louis 

June 29—Detroit, District of 
Columbia, Houston 

_ June 30—Louisville, Rochester 

| Note: These are scheduled dates. 

| Some changes may be made. 
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Leditortal Comment 


Withholding Wages to Pay Taxes 


ys has been accepted for many months that employ- 
ers would be asked to withhold a large slice of em- 
ployees’ wages—the amount usually discussed is 20 
per cent.—beginning July 1, 1943, the money to be 
applied to meet the greater portion of the federal in- 
come tax liability of workers. 

Last January the members of The Controllers In- 
stitute of America were asked, at the request of the 
Treasury Department and of the Joint Committee on 
Internal Revenue Taxation, to express their opinion 
as to the practicability of handling such a withhold- 
ing if consideration was given to two factors only, in 
addition to the rate of pay, namely, marital status, 
and dependency. In making that request of The In- 
stitute the federal authorities said unofficially that 
that organization seemed to be the best, if not the 
only source, from which such information could be 
had. 

The response by members of. The Institute, of 
whom a large proportion replied, was about eight to 
one to the effect that the handling of such withhold- 
ing was practicable, on the terms stated. These fig- 
ures were reported promptly to Washington. 

In making their replies, members of The Institute 
contributed many valuable comments and sugges- 
tions as to the details of the procedure to be fol- 
lowed. These comments were voluminous and de- 
tailed. 

A subcommittee of The Institute’s Committee on 
Federal Taxation, of which Mr. F. G. Hamrick is 
chairman, undertook the task of analyzing these com- 
ments and suggestions, and of preparing recommen- 
dations to the Treasury as to the details of a: pro- 
cedure for incorporation in the law and in the 
regulations, which it was felt would be workable. 
The idea was to provide the ground work for a pro- 
cedure which would be simple and flexible. 

That work was completed recently and the recom- 
mendations were sent to the Treasury Department 
and to the technical staff of the Joint Committee on 
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Internal Revenue Taxation, which serves both houses 
of Congress. 

The Treasury called the subcommittee to Washing. 
ton on May 1 to discuss the details of its recommen- 
dations. As these lines are written the Act is being 
drafted, and the indications are that much of what 
The Institute’s subcommittee recommended will be 
incorporated in the version of the Act to be reported 
out by the Senate Finance Committee. By the time 
these lines are read, the Act may have been passed 
on favorably. 

The Controllers Institute of America has again 
performed a service of inestimable value to business 
by giving technical advice to the lawmakers at Wash- 
ington on a subject with which its members are thor- 
oughly conversant. This contribution is in line with 
similar work which The Institute has done during 
the past ten years, thereby effecting great savings to 
business by making it possible for Congress to enact 
laws which can be complied with at a minimum of 
expense. 

When the Revenue Act has been enacted and 
signed, the members of The Institute who consti- 
tuted the subcommittee which did this immense job 
will be given the recognition to which they will be 
entitled. 

At this writing it is not practicable to go into de- 
tail concerning the various proposals which have 
been made as to the type of tax, or of withholding, 
for inclusion in the law. 


W hat Renegotiations Do to Earnings 


7 New York Stock Exchange is suggesting 
that listed companies plan to send to stockhold- 
ers, as promptly as possible after renegotiation pto- 
ceedings have been completed, information as to the 
effect that settlements have on operating figures. 
This suggestion has been made by President Emil 
Schram of the Exchange in a letter addressed to the 
presidents of corporations which have securities 
listed on the Exchange. 
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Mr. Schram points out that, because it is desirable 
that corporation release the results of operations to 
stockholders as soon as possible after the close of the 
year, many companies reported their earnings as sub- 
ject to the renegotiation provisions of the National 
Defense Appropriation Act. His letter concludes: 


“Due to the great current interest in the results of 
renegotiation proceedings and the effect that the set- 
tlements may have on the operating figures, we feel 
sure it is your intention to keep stockholders cur- 
rently informed and we would suggest that, upon 
completion of these proceedings which affect a pre- 
viously published earnings statement, a notice be 
sent to stockholders as soon as the revised results of 
operations have been determined. The extent and 
scope of such a notice would depend upon the cir- 
cumstances in each individual case. If the change in 
earnings is relatively small, a brief notice would still 
appear desirable in order that the stockholders may 
have a complete understanding of the financial effect 
of the adjustment which has taken place.” 


This is an obvious “next step” in the programs 
of corporations in the carrying out of established 
plans for maintenance of sound relationships with 
stockholders. It is not likely that the making of re- 
ports as to the effects of settlements of renegotiation 
proceedings will entail much of a burden on corpo- 
rations. Such proceedings are not completed over 
night. They usually drag out over a considerable pe- 
riod, and there are thousands of cases to be handled. 
The actual completion of a renegotiation may be- 
come a matter of record at or near a time when a 
quarterly report would be in order in any event. In 
fact, several quarterly or semi-annual reports may 
have been made before a corporation is in a position 
to give notice to stockholders as to the extent to 
which 1942 earnings were reduced, as a result of set- 
tlements with governmental agencies. In many cases 
the information may not be available until 1944, or 
even later. That is one of the penalties of being 
subject to governmental supervision and control, 
with the resulting red tape, audits, investigations, 
conferences, hearings, and the like. 

The results of settlements will become manifest in 
later annual and interim statements, just as settle- 
ments of tax questions are made known months, and 
in many cases years after the event, at the conclusion 
of hearings and negotiations. 

Profits merely become more elusive than before, 
and more a matter of estimate and conjecture, under 
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the renegotiation legislation. Adequate reserves be- 
come more necessary than ever, in the operation of 
any well managed company, a fact to which stock- 
holders must resign themselves as a war measure. 
The protection of a going business to the extent that 
it will be in a position to carry on during the period 
of adjustment after the war is a paramount duty of 
its management, a fact which controllers are keep- 
ing constantly in mind. 

It is right that prompt and complete information 
concerning these matters be given to stockholders, in 
such manner as the management deems best. 


Unemployment Compensation After the War 


OWA and Minnesota have enacted provisions for 

“war risk” contributions to unemployment com- 
pensation funds, designed to take care of the cases of 
extra employees on the expanded payrolls of com- 
panies doing a great volume of war business. These 
states are leading what may become a procession. 

In Iowa certain employers with war-expanded pay- 
rolls will, between July 1, 1943, and December 31, 
1945, contribute to the fund at “war risk” rates on 
only those portions of their payrolls which exceed 
their 1940 base payrolls. The war risk rates vary 
from 2.7 per cent. to 5 per cent., depending on the 
percentage of payroll expansion and the reserve per- 
centage of an employer's account as of computation 
dates. Small employers, either old or newly subject 
to the provisions, are not affected by the war risk 
provisions. The newly subject larger employer starts 
off with a 5 per cent. rate. 

In Minnesota, war risk contributions of 3 per cent. 
extra will be imposed on the larger employers whose 
payrolls have expanded one hundred per cent. over 
a base payroll. The 3 per cent. is in addition to the 
regular rate but applies only to that part of the pay- 
roll which is in excess of 200 per cent. of the base 
payroll. 

Other states are contemplating similar legislation 
—Missouri, Wisconsin, and Ohio. 

Unemployment compensation is regarded by many 
as the first line of defense for the unemployed 
worker, after the war. Also, it may be of great value 
to private enterprise in its struggle to survive. Plan- 
ning committees should give serious consideration to 
the problems of unemployment compensation. 

It is interesting to note that experience rating was 
in operation in 34 states in 1942. Under this plan, 
more than 180,000 employers, it is estimated, saved 
approximately $293,000,000. These figures are from 
the Social Security Bulletin for February, 1943. 












The General Relief Provision of the 


Excess Profits Tax Law—Sec. 722 


I—Introductory 


Section 722 of the Internal Revenue 
Code, commonly known as the general 
relief provision of the Excess Profits 
Tax Law, if intelligently and sympa- 
thetically interpreted and administered, 
can operate to eliminate substantially 
all of the hardship cases arising under 
the law without freeing excess profits 
earned during the war period from the 
impact of the tax. 

The excess profits tax is intended to 
be imposed only on excess profits at- 
tributable directly or indirectly to the 
war effort. To the extent such profits 
are subjected to the tax no one can 
be heard to complain. To the extent 
normal earnings are subjected to the 
extraordinary tax, however, not only 
does hardship and discrimination oc- 
cur in respect to the taxpayer affected, 
but, if such a tax impact on normal 
earnings is at all extensive, harm can 
result to general business economy. 
The evidence is clear that not only 
business, but Congress and the Treas- 
ury as well, are utterly opposed to the 
taxation of normal profits at anything 
higher than the combined normal and 
surtax rates. Nevertheless, unless Sec- 
tion 722 is interpreted and adminis- 
tered fairly and intelligently a substan- 
tial portion of normal business profits 
will be taxed at the 90 per cent. excess 
profits tax rate. 

Because of the difficulties in defining 
excess profits attributable to the war 
effort, the excess profits tax law ap- 
proaches the problem by supposedly 
excluding normal profits (through ap- 
plication of so-called excess profits 
credit) and taxing the rest. A domestic 
corporation in existence prior to Janu- 
ary 1, 1940 has two alternatives open 
to it in the way of an excess profits 
credit: (1) The excess profits credit 
based on income, commonly known as 
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the average earnings credit; and (2) 
the excess profits credit based on in- 
vested capital. A domestic corporation 
not in existence prior to January 1, 
1940, and not an acquiring corpora- 
tion under Supplement A, may use 
only the excess profits credit based on 
invested capital. 

The average earnings credit is based 
on the corporation’s earnings experi- 
ence for the four years 1936 through 
1939. Various special rules are pro- 
vided to reflect growth and to lessen 
the burden of a single low income or 
loss year, but in general 95 per cent. 
of the average of the income for the 
four base period years is used as the 
basis for the credit. To this amount is 
added 8 per cent. of any net capital 
additions since the close of the base 
period or subtracted 6 per cent. of any 
net capital reduction since such date. 
The credit is based upon the theory 
that the period from 1936 through 
1939 represents a period of moderate 
prosperity for business in general and 
that, therefore, the average earnings 
for such period represents a fair re- 
flection of normal peace-time earnings. 


The excess profits credit based on 
invested capital is 8 per cent. of the 
first $5 million of invested capital, 
7 per cent. of the next $5 million, 6 
per cent. of the next $190 million, and 
5 per cent. of anything above $200 
million. Various complicated special 
rules are provided for the computation 
of invested capital. In general, it con- 
sists of the tax basis of assets paid in 
for stock, plus accumulated earnings 
and profits, plus 50 per cent. of bor- 
rowed capital. 

Whatever may be said for the basic 
system of measuring and exempting 
normal profits in the general run of 
cases (through application of the in- 
come or invested capital credit), there 
are bound to be many cases where these 
purely mechanical rules will fail to 
reflect “normal earnings” under any- 
body’s conception of the meaning of 
that phrase. On the one hand, the tax- 
payer’s base period earnings may have 
been subnormal by reason of changes 
in the character of the taxpayer's busi- 
ness during the base period, interrup- 
tions in production, or for any one of 
a number of other reasons, too numer- 





sions of Section 722? 


York City. 





OPPORTUNITIES IN SECTION 722 


When the Revenue Act of 1942 became law, opportunities 
for excess profit tax relief came into being under Section 722. 
What are these opportunities? How does Section 722 affect tax- 
payers under the average Earnings and Invested Capital Meth- 
ods? How are the regulations likely to interpret the Act? Are 
taxpayers fully prepared to avail themselves of the relief provi- 


Controllers are keenly conscious of these problems. They will 
accordingly value highly this article by Mr. Chapman, which was 
presented before The Third War Conference of Controllers in 
Philadelphia on April 12, 1943. Mr. Chapman is counsel for the 
Committee on Federal Taxation of The Controllers Institute of 
America, and a Partner of Alvord & Alvord, attorneys, of New 


—THE EDITOR 

















on 
the 
ital, 


1si- 


\er- 











ous and too unforeseeable to be pro- 
vided for in advance by specific treat- 
ment in the statute. On the other hand, 
by reason of the arbitrary nature of 
the invested capital computation and 
the fact that invested capital is fre- 
quently not the substantial income- 
producing factor, the invested capital 
credit is unreliable as a normal earn- 
ings yardstick. 

Obviously if the basic principle of 
the excess profits tax law (i.e. to tax 
only excess profits) is to be effectuated, 
it is essential to provide an opportu- 
nity to establish what may reasonably 
be considered a fair and just amount 
representing normal earnings when the 
mechanical rules of measurement fail. 
The function of Section 722 is to af- 
ford this opportunity. 


[|—Description of Section 722 


Section 722 originated in the March, 
1941 Amendments to the Excess Prof- 
its Tax Act. As originally enacted, it 
afforded relief in only a limited num- 
ber of specific types of cases and thus 
failed in its purpose. The Treasury 
itself recommended an expansion and 
broadening of the section into substan- 
tially its present form. Since the new 
provision is retroactive to 1940, its 
predecessor will be referred to only 
where the earlier provision and _ its 
legislative history may shed light on 
the meaning of the present section. 

(a) General Rule—Generally speak- 
ing, the section provides for a con- 
structive average base period net in- 
come, to use as a basis for computing 
the taxpayer's income credit in any 
case where the taxpayer’s actual base 
period net income is not fairly repre- 
sentative of the taxpayer's normal earn- 
ing power, or, in the case of the new 
corporation without any actual base 
period experience, where the taxpayer's 
invested capital credit is demonstrably 
inadequate. The new corporation or- 
ganized subsequent to December 31, 
1939, which is not ordinarily permitted 
to use the income credit, is given per- 
mission to use it under the section. 

In order to be entitled to such relief, 
the taxpayer (1) has the burden of 
establishing that the excess profits tax, 
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computed under the mechanical rules 
of the statute, results in an excessive 
and discriminatory tax; and (2) must 
establish the amount which would be 
a fair and just amount representing 
normal earnings. In constructing such 
amount, in order to eliminate consid- 
eration of the effects of the war, 
events or conditions occurring subse- 
quent to December 31, 1939 must be 
ignored. The circumstances in which 
the excess profits tax is considered “‘ex- 
cessive and discriminatory” are set 
forth in subsection (b) of the section 
in the case of corporations in existence 
prior to January 1, 1940 and in subsec- 
tion (c) in the case of the new corpo- 
ration. 

(b) Corporations in existence prior 
to January 1, 1940. Subsection (b) 
provides that in the case of corpora- 
tions in existence prior to January 1, 
1940 the excess profits tax computed 
without regard to section 722 shall 
be considered excessive and discrimina- 
tory if the corporation’s actual average 
base period net income is an inade- 
quate standard of normal earnings be- 
cause of any one or more of the fol- 
lowing circumstances: 

(1) Normal production, output, or 
operation during any part of the base 
period was interrupted or diminished 
because of the occurrence, during or 
immediately prior to the base period, 
of events unusual and peculiar in the 
experience of such taxpayer. 


The type of event or circumstance 
for which relief is intended to be 
granted under this paragraph is pri- 
marily a physical rather than an eco- 
nomic event or circumstance. A fire, 
flood, or strike, for example, would be 
within the scope of this provision. In 
the case of any corporation experienc- 
ing such an event, both the immediate 
results and the aftereffects should be 
taken into account. For example, a 
prolonged strike would not only have 
caused the taxpayer to be completely 
or partly inactive during the period of 
the strike itself, but might have caused 
a temporary set-back in the business, 
the effects of which might have been 
felt for some period after the strike 
was concluded. 

(2) The taxpayer's business was de- 
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pressed in the base period because of 
temporary economic circumstances un- 
usual in the case of such taxpayer or 
because it was a member of an industry 
which was depressed on account of 
temporary economic circumstances pe- 
culiar to such industry. 


The committee reports state that as 
a general rule, ordinary economic haz- 
ards to which business in general is 
subject, such as high costs of produc- 
tion, or low demand, or low selling 
prices for taxpayer’s product, do not 
afford ground for relief under the pro- 
vision. Nor is a declining industry in- 
cluded which was depressed during the 
base period because of economic con- 
ditions of a permanent rather than 
temporary nature. This classification of 
hardship cases deals primarily with 
distortions of base period income by 
reason of temporary economic circum- 
stances peculiar to the taxpayer's busi- 
ness or peculiar to the industry of 
which it is a member. For example, a 
price war may have been carried on 
within an industry during the base 
period affecting the earnings of the 
entire industry. On the other hand, al- 
though the industry's experience dur- 
ing the base period may have been nor- 
mal, a particular member thereof may 
have suffered losses or a reduction in 
earnings by reason of events peculiar 
to it. For example, a corporation, for 
a long’ period of years, may have car- 
ried on business with a single customer 
who, at sometime during the base pe- 
riod decides to manufacture his own 
product. The average earnings of such 
corporation for the period of time dur- 
ing which it was engaged in obtaining 
new customers might not be a fair re- 
flection of its normal earnings. 


(3) Owing to conditions generally 
prevailing in the industry, (A) the tax- 
payer's profit cycle differs from the 
general business cycle, or (B) its earn- 
ings are sporadic, with the result that 
the base period does not represent a 
period of average normal profits to 
the same extent that it does for busi- 
ness generally. 


The committee reports indicate that 
the conditions which prevail in indus- 
tries of the type described in this 
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classification are conditions extending 
over the entire economic history of 
the industries rather than in the base 
period alone. The provision is intended 
to prevent a penalizing of members of 
an industry with an abnormal earning 
cycle the trough of whose earning 
cycle falls in the base period, and, in 
the case of sporadic earners, to permit 
a reflection of both good and bad years 
in the computation of their normal 
profits. The committee reports give as 
an example of the latter type of indus- 
try the canning industry whose profits 
are dependent upon the size of the 
pack and the market price obtainable 
for the pack. Such industry failed to 
enjoy a peak year during the four year 
base period. The abnormal earning 
cycle industries covered by section 722 
(b) (3) (A), will be given detail 
consideration under the discussion of 
special problems. 


(4) Commencement or changes in 
the character of the taxpayer's business 
occurring during or immediately prior 
to the base period. 


The statute defines the term “change 
in the character of the business” to 
include the following: 


(a) A change in the operation or 
management of the business. 

This classification is designed to 
make the relief provision available to 
a taxpayer whose business has been 
improved by the introduction of new 
processes of manufacture, or through, 
the stimulation of new management. 
As an example of a change in opera- 
tion, the committee reports refer to a 
company engaged in coal mining 
which, during the base period con- 
verted from a system of hand loading, 
under which it lost money, to mecha- 
nized loading, under which costs were 
decreased and profits realized there- 
after. They also give the illustration 
of a concern which marketed its prod- 
uct from door to door and changed to 
direct sales to retailers. 


(b) A difference in the products or 
services furnished. 

This classification was included in 
the earlier section 722 and, conse- 
quently, the regulations under the 
earlier section are pertinent. The old 
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regulations state that a product or serv- 
ice is different from another product 
or service if in the trade custom or 
practice it is a product or service of a 
different class. A mere improvement 
in a product or service does not con- 
stitute a difference therein. It is pre- 
sumed that this construction of the 
provision will be continued in the new 
regulations. Two examples are given in 
the old regulations of differences in 
services furnished. One is where the 
corporation was engaged in both the 
radio broadcasting and department 
store bsiness and, during the base pe- 
riod, discontinued the latter business. 
The other is where a corporation, in 
both the wholesale and retail dry goods 
business, discontinued the latter dur- 
ing the base period. 


(c) A difference in the capacity for 
production or operation. 


This type of change in business 
character was also included in the old 
section and it is important to keep in 
mind that the regulations under the 
old section specifically recognize that 
increases in capacity may be either in- 
creases in the physical plant and facili- 
ties or increases in capital. This latter 
type is particularly important in view 
of the fact that under section 713, the 
income credit is increased only by in- 
creases in capital occurring after the 
base period. 

The rule that the change in the char- 
acter of the business must have oc- 
curred ‘during or immediately prior to 
the base period is relaxed under this 
classification. Any change in the ca- 
pacity for production or operation of 
the business consummated during any 
taxable year ending after December 
31, 1939 as a result of a course of ac- 
tion to which the taxpayer was com- 
mitted prior to January 1, 1940, is 
deemed to be a change on December 
31, 1939 in the character of the busi- 
ness. Such a commitment need not, 
however, take the form of a legally 
binding contract. It may take the form 
of the expenditure of money at the 
commencement of the desired changes 
or other alterations in position un- 
equivocally establishing the intent to 
make the change. It is contemplated, 
however, that a change of this charac- 





ter will not be taken into account in 
determining the constructive average 
base period net income for credit pur. 
poses until the excess profits tax year 
in which such change was completed. 
Presumably, the word “completed” in 
this connection will be given a broad 
enough construction to justify taking 
into account those parts of a large 
project which may have been com- 
pleted in years prior to the completion 
of the entire project as a unit. 


(d) A difference in the ratio of non- 
borrowed capital to total capital. 


This type of change is also taken 
from the old law, but the regulations 
contain nothing significant with tre- 
spect thereto. Questions have arisen as 
to whether the provision is applicable 
where outstanding indebtedness is paid 
off in cash. It would seem clear that it 
applies regardless of whether it is paid 
off in cash or in stock. Naturally, if 
cash is used, a possible reduction in 
earnings through reduction in total 
capital must be taken into considera- 
tion in computing the amount of te- 
lief to be granted. Also, if borrowed 
capital has been recreated since the 
base period, this factor must also be 
considered. The problem primarily is 
not one of eligibility under section 
722, but one of establishing the amount 
of relief obtainable thereunder. 


(5) Any other factor, consistent in 
principle with the foregoing, which 
prevented the base period earnings 
from representing an adequate stand- 
ard of normal earnings. 


This test is designed to insure that 
corporations which do not meet the 
strict eligibility requirements set forth 
in other parts of the section will not 
be barred from relief if their cases are 
within the spirit of the statute and its 
application would not be inconsistent 
with its principles, conditions, and lim- 
itations. An example of the applica- 
tion of this paragraph is that of a 
business involved in the manufacture 
of whisky requiring an extended aging 
period before the product is ready for 
sale, and which did not have stocks of 
such product on hand at the commence- 
ment of the base period. The two year 
date-back provision of paragraph (4) 
might fail to produce relief. It is to 
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be noted that the two year date-back 
provision is not considered as a ‘‘lim- 
itation” in this example. 

(c) Corporations organized after 
December 31, 1939. This category em- 
braces newly organized corporations 
which, except for section 722, would 
be forced to rely exclusively on the in- 
vested capital credit. The tax in the 
case of such corporations is considered 
to be excessive and discriminatory if 
the invested capital credit is an inade- 
quate standard for determining excess 
profits for any one or more of the fol- 
lowing reasons: 

(1) The business of the taxpayer is 
of a class in which intangible assets 
not includible in invested capital under 
section 718 make important contribu- 
tions to income; 

(2) The business of a taxpayer is of 
a class in which capital is not an im- 
portant income-ptoducing factor; or 

(3) The invested capital of the tax- 
payer is abnormally low. 


If a business qualifies under this 
heading, it is permitted to construct 
an average base period net income, 
which may be used as a substitute for 
the invested capital credit. Provision 
is made for avoiding duplication be- 
tween capital additions as such and 
the reflection of such items in the con- 
structive average base period net in- 
come. 


!1—Special Problems 


(1) Industries with Abnormal Prof- 
its Cycle—One of the more important 
problems under section 722 is that of 
determining when eligibility for relief 
exists under subsection (b) (3) (A). 
This provision deals with members of 
industries with “a profits cycle differ- 
ing materially in length and amplitude 
from the general business cycle.” 

The committee reports state that al- 
though it is impossible to define, cate- 
gorically, the general business cycle, 
the base period from 1936 through 
1939 is selected as the standard meas- 
ure of normal earnings on the theory 
that it was a period of moderate pros- 
perity for business in general. Basi- 
cally, therefore, it can be presumed 
that if an industry, other than a per- 
manently declining industry, did not 
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enjoy a period of moderate prosperity 
in the base period, it should be en- 
titled to substitute a period in its his- 
tory when prosperity was enjoyed in 
a measure comparable to that enjoyed 
by business generally in the base pe- 
riod. 

The committee reports give as “‘pos- 
sible” examples of industries with a 
business cycle different from the gen- 
eral business cycle, the machine tool 
industry and the building industry. In 
the data furnished the Ways and 
Means Committee on the 1942 reve- 
nue bill, an illustration is given of a 
manufacturer of heavy machinery 
which remains in service for many 
years, whose product is in demand only 
when industry undertakes widespread 
expansion or production. It maintains 
itself for periods of anticipated peak 
demand and may absorb losses in the 
meantime. Its last period of high earn- 
ings were in 1926-1929 but its record 
in the base period was low as shown 
by the following figures: 


(in thousand dollars) 


Cy Seana SO 19SS cee —100 
‘i a ee Tie ‘TS3O sda. —20 
2: LID AFAR odes —15 
| C 190 I99G i ci0:050' —40 
2) Sere —50 1937 «+... —50 
pres —2@. 1998. ...< 30 
j > Aree ed PE > > Eee 80 


It anticipated larger orders in 1940 
and 1941. 

The Treasury statement concludes 
that the constructive base period net 
income for this corporation under Sec- 
tion 722 (b) (3) might be $150,000 
somewhat in line with the earnings of 
the years 1926-1929, if the corporation 
maintained its relative position in the 
industry. 

Obviously, many problems will arise 
in determining the rights of the par- 
ticular corporation under Section 722 
(b) (3) (A), both as to eligibility 
and measure of relief. However, the 
first step would appear to be to ascer- 
tain the types of industries which fall 
under the provision and whose mem- 
bers may have a potential or prima 
facie case for relief thereunder. 

The Federal Reserve Board indices 
of industrial production show that for 
business as a whole the period from 
1935 to 1939 was at substantially the 
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same level of production as that 
reached during the period from 1927 
through 1930. Although durable goods 
production was somewhat lower in the 
latter period this is offset in the com- 
posite figure by a somewhat higher 
level for non-durable goods. Using the 
average production for 1935 through 
1939 as 100 the percentages for the 
earlier period are as follows: 


Durable Goods 114 
Non-Durable Goods 86 
Composite 99 


Using industrial net income figures 
for the purpose of comparing these 
two periods of “moderate prosperity” 
in the general business cycle, it appears 
that the composite average net income 
for the base period 1936 through 1939 
is approximately 75 per cent. of the 
average figure for the 4-year period 
1927 through 1930. This difference 
is probably largely attributable to a 
combination of lower selling prices, 
higher taxes and higher labor costs in 
the later period. 

In making a classification of indus- 
tries entitled to relief under section 
722 (b) (3) it would seem appropri- 
ate at the outset to seggregate for con- 
sideration those industries which failed 
to reach the average level of net in- 
come in the base period for business in 
general. Those industries which reached 
such level or surpassed it probably 
must find relief under section 722, if 
at all, under other provisions of the 
section. 

It is to be noted that the Federal 
Reserve indices of industrial produc- 
tion which classify goods between du- 
rable and non-durable goods, show 
neither classification for the period 
1935 through 1939 substantially off 
the level for the period 1927 through 
1930. With respect to the durable 
goods, this is attributable in part to 
the fact that industries are included 
in such classification, such as the auto- 
mobile industry, which conformed to 
the general business cycle. However, if 
the Standard Statistics indices of in- 
dustrial production are employed, 
which segregate the capital goods in- 
dustries, it develops that the average 
production level for these industries 
for the period 1935 through 1939 is 
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substantially below the average level 
for 1927 through 1930. Using 1926 
as 100, the averages for the two pe- 
riods are as follows: 


Period % 
1927-1930 96.1 
1935-1939 69.3 


With respect to consumers goods in- 
dustries, however, the comparable fig- 
ures are as follows: 


Period % 
1927-1930 101.1 
1935-1939 102.7 


It is obvious from the foregoing that 
the industries to which section 722 
(b) (3) (A) may apply are primarily 
the capital goods industries, such as 
the steel and iron industry, the rail- 
road equipment industry, the shipping 
and shipbuilding industry, the asphalt 
and cement and general building in- 
dustry and similar industries, including 
those dependent upon the major cap- 
ital goods industries for their own ac- 
tivity. 

In the case of the steel industry, 
for example, the average net income 
during the base period was only 47.6 
per cent. of the average net income 
for the period 1927 through 1930, as 
compared with 75 per cent. for busi- 
ness in general. This is due primarily 
to low production of structual shapes, 
plates, rails and merchant bars and 
not in any substantial degree to price 
changes, which were approximately 
equal for the two periods. 

The average net income for the rail- 
road equipment industry for the base 
period was only 41.6 per cent. of the 
1927-1930 average which, again, is 
due to lack of orders for locomotives 
and freight and passenger cars, which 
eventually could be expected regard- 
less of the war. 

In the shipping and shipbuilding in- 
dustry, the average net income for the 
base period was only 56.4 per cent. of 
the average for 1927-1929, even 
though the earlier period was not a 
period of extraordinary activity in this 
industry. 

The average base period net income 
for the general building industry was 
only 63.4 per cent. of the 1927-30 pe- 
riod. Even this percentage is not really 
representative of the depressed condi- 
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tion of strictly building companies dur- 
ing the base period because of the in- 
troduction of new products. A clearer 
picture of the condition of the indus- 
try, which indicates relief under Sec- 
tion 722 (b) (3) (A) is illustrated by 
the asphalt and cement industry whose 
average net income for the base pe- 
riod was only 40.6 per cent. of the 
1927-1930 average. This average does 
not even reflect the 1926 banner year 
in the industry. 

It is to be noted that the period 1927 
through 1930 has been used in the 
foregoing percentages. This is because 
the net income figures were not readily 
available for 1926. If the period 1926 
through 1929 were used, as in the 
Treasury's heavy machinery example 
above, the 1936-1939 base period ex- 
perience of the foregoing industries 
would be established to be even fur- 
ther below normal than the above per- 
centages indicate. 

In addition to the capital goods 
industries, there are a number of in- 
dustries whose average base period 
net income was substantially below the 
75 per cent. level of business in gen- 
eral. These include the following: 


Percentage of 
Base Period Earn- 
ings to 1927-30 


Industry Earnings 
CC a eee deficit 1936-1939 
CAI occa sno Wain are wlalosd p Pe 
URNS ore Gio rey se eine DO aes 8.2 
MEStAUIABIS! ost ke er Be 
Advertising, Printing & Publish- 

ES ER a So RE eee 34.4 
Miscellaneous Apparel ........ 38.0 
MiCAt VRAD ook ic sce is ae 42.7 
NEE Re Ia SRee eae 47.8 
Miscellaneous Services ........ 50.9 
Retail Trade Groceries ........ 51.6 
Baking Products & Flour ...... 54.1 
SRRAT rw os erence 4 eos o's ape acts 53.2 
Department & Apparel Stores .. 58.5 
DDatey PP VOGIUAS. «6 5 os ois esc 58.8 
Metal Babticators: ..63.5 0660. 60.1 
Medicine, Drugs, Cosmetics .... 61.8 
Auto Parts & Accessories ...... 62.0 
MY Fe ge gt G Siw wim 5a 6: 08s 63.7 
SilleSe SHE MGOOES: os nese ese 63.9 
Hosiery & Knit Goods ........ 64.6 


So far as the meat packing industry 
is concerned the latest cycle of pros- 
perity occurred in the 4-year period 
1933 to 1936 during which period the 
average earnings were even higher 
than the 1927-1930 period. 

It is believed that although there 





are certain obvious exceptions in the 
above list of industries, some of them, 
such as the coal industry, for example, 
may have distinct possibilities of estab. 
lishing a constructive average earnings 
under section 722 (b) (3) (A). 

It should be emphasized again, that 
the foregoing approach is for the pur- 
pose merely of classifying those indus. 
tries whose profits cycle has not fol- 
lowed the general business pattern. It 
is not all-inclusive, nor does it estab. 
lish the actual right to relief for any 
single industry or member thereof, 
Many problems will be encountered by 
the individual taxpayer both in proving 
eligibility and, more importantly, ¢s- 
tablishing the amount of relief to 
which it may be entitled, assuming 
eligibility. 

(2) Establishing Amount of Con- 
structive Average Earnings—In most 
instances it will probably prove more 
difficult to establish the amount of base 
period earnings to be constructed 
under section 722 than to determine 
eligibility in the first instances. Aside 
from Section 722 (b) (5) the tests 
for determining eligibility are fairly 
precise in the statute. All that the stat- 
ute offers in the way of guides in com- 
puting the constructive average earn- 
ings, however, are that— 

(a) They shall consist of a fair and 
just amount representing normal earn- 
ings to compare with earnings during 
an excess profits tax period. 

(b) No regard shall be had to 
events or conditions affecting the tax- 
payer, the industry of which it is a 
member, or taxpayers generally occur- 
ring or existing after December 31, 
1939. 

(c) The constructive average base 
period established under section 722 
shall be in lieu of the average base 
period net income otherwise detet- 
mined under the statute, and 

(d) The amount should be large 
enough to protect the taxpayer from 
a discriminatory or excessive tax. 

The regulations under the earlier 
law provide as follows: “What would 
have been the average base period net 
income of the corporation . . . « is 4 
question to be determined upon con- 
sideration of all the facts in the par- 
ticular case. No definite and conclusive 
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tests can be prescribed by which it can 
be determined finally in advance of 
an examination of the facts of each 
case what substitute average base pe- 
riod net income may be established. 

“Among the factors in the base pe- 
tiod which may be material in deter- 
mining a substitute average base pe- 
riod net income are general business 
conditions, competition, and demand 
for the products or services of the class 
produced or rendered by the taxpayer. 
High prices of materials, labor, capital 
or any other agent of production, low 
selling price of the product and low 
physical volume of sales owing to low 
demand for such products or output 
during the base period are all factors 
to be taken into consideration and are 
not to be treated as abnormal. Thus, 
for example, in the case of a corpora- 
tion which in 1939 changed the char- 
acter of its business from the manu- 
facture of typewriter parts to the 
manufacture of rifles, a reconstruction 
of the excess profits net income of such 
a corporation for the taxable years in 
its base period as a manufacturer of 
rifles would have to take into consider- 
ation, among other factors, the actual 
demand for such rifles in 1936, 1937, 
and 1938.” 

Where the relief under section 722 
was by reason of interruptions of pro- 
duction, output or operation under 
what is now section 722 (b) (1), the 
old regulations provided that normal 
production, output or operation ‘‘may”’ 
be established by taking the average 
production, output, or operation in the 
four previous taxable years, or, if not 
in existence for 4 preceding years, then 
the average for the preceding years and 
sufficient subsequent years ending be- 
fore June 1, 1940 as do not make the 
total more than 4 years. In applying 
this “automatic” measure, however, 
adjustments must be made to conform 
the results to the general conditions 
prevailing in the base period. It is 
possible this method of constructing 
earnings will be continued in the new 
regulations. Obviously it is not an ex- 
clusive method and the general respon- 
sibility imposed on the taxpayer is to 
establish what the taxpayet’s probable 
volume of business would have been 
if the interruption had not occurred. 
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Where eligibility for relief is estab- 
lished under section 722 (b) (3) (A) 
in the case of a member of an industry 
with an abnormal profits cycle, it is 
probable that the volume of produc- 
tion rather than the actual profits real- 
ized in the period to be substituted 
for the base period will be the con- 
trolling factor. The profits may have 
to be reconstructed in the light of con- 
ditions prevailing in the base period, 
or, more accurately, the conditions 
which would have prevailed in the base 
period if normal production volume 
had prevailed. Although no such tre- 
construction is indicated in the Treas- 
uty’s heavy machinery example previ- 
ously referred to, the paragraphs of 
the old regulations just quoted carry 
such*a requirement. Obviously, how- 
ever, in a section 722 (b) (3) (A) 
case the actual demand in the base pe- 
riod must be disregarded, and base 
period prices may have to be adjusted. 


Does SEc. 713 APPLY? 


The question has arisen whether the 
normal growth and 75 per cent. rules 
of section 713 apply after the earnings 
for base period years have been tre- 
constructed under section 722 (b) (1) 
(2) or (4). The statute seems clear 
that such rules do not apply ‘‘as such,” 
since it is specifically provided that 
the amount established under section 
722 shall be used ‘‘in lieu of the aver- 
age base period net income otherwise 
determined under this subchapter.” 
However, it is clear that these rules 
must be applied “in principle,” in 
many situations at least, in order to 
avoid discrimination. For example, the 
results of a fire may be corrected by 
reconstructing the earnings for a sin- 
gle base period year. If one or the 
other base period years, such as 1938, 
is lower than 75 per cent. of the aver- 
age of the other three years, and such 
is the case generally in the industry, 
the taxpayer would be discriminated 
against if he were denied the right to 
reconstruct 1938 under the principle 
of the 75 per cent. rule. Denial of the 
right to use the normal growth for- 
mula in principle would discriminate 
against a Section 722 member of a 
growing industry, for example. 
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Considerable disagreement has de- 
veloped over the proper method of 
constructing earnings under Section 
722 (b) (4) where the two year date- 
back provision operates. In the first 
place, the question has arisen whether 
the taxpayer is barred from relying 
upon the actual results of operations 
in 1940 and 1941 by reason of the re- 
quirement that events and conditions 
prevailing after December 31, 1939 
must be disregarded. It is not believed 
that this requirement calls for any such 
“ostrich” approach to the problem. 
True, adjustments must be made to 
eliminate the effects of war prices, 
swollen demand, and other factors 
which would not be normal in the pre- 
war period, but once adjusted the ac- 
tual earnings in 1940 and 1941 should 
be perhaps the best evidence of what 
the earnings level at the end of 1939 
would have been had the change in the 
character of the business or commence- 
ment of business occurred two years 
earlier than date of actual occurrence. 

The next question is whether, where 
a change occurs in 1939, for example, 
the actual results of 1939, 1940 and 
1941 properly adjusted, will be sub- 
stituted for 1937, 1938 and 1939 earn- 
ings, tespectively, with no adjustment 
for 1936, or whether the earnings level 
for December 31, 1939, reconstructed 
to reflect the two-year carry back, will 
be presumed to have been reached 
from the outset of the base period, 
with only such adjustments as may be 
necessary to reflect general business 
conditions in each year in the base pe- 
riod. It is believed that the latter pro- 
cedure is correct. A comparison of the 
new Section 722 with its predecessor 
(in which the carry back of the Janu- 
ary 1, 1940 level through the entire 
base period was specifically provided 
for) makes it clear that the two year 
carty-back provision is merely for the 
purpose of reconstructing the January 
1, 1940 level to reflect an element of 
growth and is not intended to impose 
a restriction on reconstructing the base 
period in line with such level. 

There is little doubt that a taxpayer 
claiming relief under Section 722 will 
be required to make adjustments for 
abnormally high items of income and 
abnormally low deductions in unad- 
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justed base period years. This was spe- 
cifically required under old Section 722 
and would seem to be consistent with 
the establishment of a fair base period 
average net income. A taxpayer on a 
fiscal year basis should not, however, 
be required to adjust for general events 
and conditions prevailing in that por- 
tion of its last base period year falling 
after December 31, 1939. 

It is obvious that an intelligent de- 
termination of either eligibility for 
relief or the amount thereof will usu- 
ally involve a substantial research job 
extending beyond a mere analysis of 
the particular corporation’s own busi- 
ness experience. Consideration must 
be given to the condition prevailing 
in the industry of which the corpora- 
tion is a member, and of business in 
general, not only in the base period but 
also in years prior and subsequent 
thereto. Such research should be car- 
ried on under careful guidance in order 
to avoid duplication of effort and to 
prevent the research from developing 
into a collection of a large bulk of 
data that might have little value when 
considered in the light of the technical- 
ities and basic principles of Section 
722. 

(3) Scope of Section 722 (b) (5) 
—This provision is so general in its 
terms that its exact scope cannot be 
outlined. In fact it is intended to cover 
the unforeseeable case. An important 
question is whether it may provide re- 
lief for growing corporations whose 
natural growth could reasonably have 
been expected to continue after the 
base period regardless of the war. 
Much can be said for relief in such 
cases and rarely will the arbitrary nor- 
mal growth formula produce an ade- 
quate credit over an extended excess 
profits tax period. Furthermore, this 
provision should take care of changes 
in the character of the business occur- 
ring after the base period. 

As stated by the Ways & Means 
Committee in its report on the March 
1941 Amendments, the success or fail- 
ure of Section 722 depends, to a con- 
siderable degree, upon its intelligent 
and sympathetic administration by the 
Treasury Department. Assuming such 
an administration, it is believed that 
the section will afford a true protection 
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for normal profits from the impact of 
the excess profits tax. Such a result is 
essential to a sound excess profits tax 
law. Both the Treasury and business 
have a responsibility to see to it that 
this result is obtained. 


QUESTIONS AND ANSWERS 


Following the presentation of the 
preceding material, the following ques- 
tions were submitted to Mr. Chapman: 


Question: The SEC recently issued a re- 
port of earnings of corporations for 1941 
by industries as compared with prior years. 
This shows a general severe decline in 1938. 
Could this be used as evidence on a section 
722 claim? 

Answer: The general severe decline in 
1938, even though experienced by the tax- 
payer itself, does not, standing by itself, 
afford grounds for relief under section 722. 
The years 1936 through 1939 were selected 
by Congress as the base period for the rea- 
son that the average earnings for such 
period are, for business generally, a fair 
representation of moderately high profits. 
Naturally the average takes into consider- 
ation the drop in earnings for business gen- 
erally in 1938. The fact that 1938 may be 
a particularly bad year for a corporation has 
been taken into consideration in the statute 
by permitting the corporation to use 75% 
of the average earnings of the other base 
period years in lieu of its actual 1938 earn- 
ings. 

Of course, if the entire base period was 
depressed for the industry of which the cor- 
poration is a member by reason of the fact 
that the industry has an abnormal earnings 
cycle, relief may be available under section 
722 (b) (3) (A). Or it may be possible 
to show that the corporation was a grow- 
ing corporation throughout the base period 
and that the single bad year in 1938 dis- 
torts the picture of normal growth under 
the normal growth formula. For example, 
the year 1938 might be the only year of loss 
for a corporation with a long record of 
steadily increasing profits. In such a case, 
relief might be available under section 722 
(b) (5). 

Question: Could a change in management 
in 1934 constitute basis for relief ? 

Answer: A change in management is one 
of the changes in the character of the busi- 
ness which produces eligibility for relief 
under section 722 (b). Since the change 
occurred in 1934, it would ordinarily be 
considered as having occurred immediately 
prior to the base period, and therefore 
within the scope of the section, unless it 
should develop that the results of the change 
in management were fully reflected through- 
out the base period. If it can be shown 
that the corporation would have reached a 
higher level of earnings by the end of the 
base period if the change in management 





had occurred two years prior to the time 
when it actually did occur, it can be pre- 
sumed that it occurred at such earlier time 
in reconstructing earnings under the sec. 
tion. While the change in management 
produces eligibility under section 722, the 
corporation will obviously be faced with 
real job in establishing the amount of te. 
lief to which it is entitled. 


Question: Do I understand that if the 
two-year date-back proposition is applicable, 
the normal growth provision can be used? 

Answer: It is doubtful whether the nor. 
mal growth provision applies “‘as such” jp 
constructing average earnings under section 
722. However, there are many situations 
where the principle of the normal growth 
provision should be applied if the taxpayer 
is to be placed on a basis comparable with 
other members of its industry. 

For instance, the taxpayer may have com- 
menced business in 1936 as a member of 
a growing industry. The two-year date. 
back provision may have the effect of merely 
correcting for the late commencement of 
business. After the figures have been te. 
constructed for the years 1936 through 1939 
they may show a steady growth through the 
base period and other members of the in- 
dustry may have the same reflection of 
growth in their base period earnings. The 
principle of the normal growth provision 
should be applied in order to put the tax- 
payer on the same basis as its competitors 
who are permitted to use such formula. 


Question: On September 1, 1939, a busi- 
ness previously carried on as a partnership 
was incorporated with a change in manage- 
ment. In the last three years sales have in- 
creased only 10% but profits have trebled. 
Is the corporation eligible for relief under 
section 722? 


Answer: There are two grounds for eligi- 
bility under section 722: commencement of 
business during the base period and a 
change in management. Without section 
722, the corporation would either be limited 
to a construction of earnings for the years 
of non-existence in the base period by tak- 
ing a percentage of its invested capital as 
of January 1, 1940, or it might be entitled 
to pick up the earnings of the partnership 
under Supplement A. Section 722 clearly 
recognizes that a construction of earnings 
based on a percentage of invested capital 
does not necessarily produce a fair measure 
of normal earnings for a new corporation 
in existence prior to the end of the base 
period. If it were not for the change in 
management, however, it might be that the 
earnings of the partnership, if available un- 
der Supplement A, would be considered as 
an adequate measure of the earnings that 
the corporation would have enjoyed had it 
been in existence throughout the base period. 

Accordingly, it would seem that the 
change in management is the more impor- 
tant factor. Since profits treble thereafter 
with only a 10% increase in sales, some fe- 
lief should be available under section 722. 
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Question: A corporation is now produc- 
ing equipment for which there was no de- 
mand in the base period. During the base 
period the company was developing equip- 
ment for which a market could have been 
developed in 1942 and 1943. Would it be 
possible to determine the 1942 and 1943 
earnings which the corporation would have 
enjoyed in the event that its normal busi- 
ness had been continued, and reconstruct 
the base period net income accordingly? 

Answer: It is not quite clear from the 
question as to what the actual circumstances 
are. It would appear that the company was 
developing a new product during the base 
period with the expectation of putting it on 
the market some time after the base period. 
Its plans were interrupted by the fact that 
the corporation was called upon to produce 
equipment of a different type in connection 
with the war effort, for which there would 
have been no demand during the base 
period or thereafter during peace time. The 
result is that the corporation has no base 
period average earnings computed without 
section 722 and consequently its entire profit 
from its present operations is classified as 
excess profits. 

It is possible that the corporation can ob- 
tain relief under section 722 (b) (4) on 
the theory that it had commenced the de- 
velopment of a new product two years 
earlier than it actually did it would have 
realized earnings therefrom by the end of 
1939. Its constructive earnings then would 
consist of the earnings the corporation could 
have expected to make during the base 
period if it had been carrying on the busi- 
ness from 1936 on at the same level of op- 
erations that it would have reached at the 
end of 1939 after applying the two-year 
date-back provision. 

Of course, if the development program 
contemplated no profits from the marketing 
of the peace-time product until as late as 
1942 or 1943, section 722 (b) (4), even 
with the date-back provision, would produce 
no relief. 

Under such circumstances, the only possi- 
ble relief would be under section 722 (b) 
(5). The illustration under section 722 
(b) (5) given to the Senate Finance Com- 
mittee by the Treasury Department is a 
case in which section 722 (b) (5) may be 
relied upon where the two-year date-back 
provision does not provide a fair basis for a 
teconstruction. I referred to the illustration 
previously which involved a manufacturer 
of whisky which requires an extended pe- 
tiod of aging before it becomes a market- 
able product. The two-year date-back pro- 
vision was not adequate to bring the mar- 
ketability of the product within the base 
period, There is an obvious similarity be- 
tween this illustration and the case we are 
now considering. It is clear, however, that 
in any case the corporation will not be en- 
titled to use figures representing earnings 
that might have been earned from the peace- 
time enterprise in 1942 and 1943. The fig- 
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ures will have to be based upon probable 
base period costs, prices and demand, as- 
suming the availability of a marketable 
product during such period. 


Question: Can years be reconstructed by 
leaving costs as they are and putting volume 
back two years to reconstruct profit and loss 
sheets based on substituted volume? 

Answer: If the case is one to which the 
two-year date-back provision properly ap- 
plies, then the taxpayer, in reconstructing 
its profits for the base period, will probably 
be entitled to use not its actual dollar vol- 
ume at the end of 1941 but rather the per- 
centage of the total volume for the indus- 
try which its business represents at such 
time. Base period profits can then be re- 
constructed on the assumption that the com- 
pany enjoyed the same percentage of total 
business throughout the base period. In 
such reconstruction, it will be necessary to 
take base period costs, rather than 1941 
costs, or rather what would have been the 
base period costs if volume during such 
period had been the amount obtained 
through application of the two-year date- 
back provision. 

Question: A corporation operating only 
in the United States prior to 1937 opened 
a branch in a foreign country during that 
year. Losses were sustained in 1937, 1938 
and 1939. Substantial profits were enjoyed 
in 1941 and 1942. Is there any relief avail- 
able under section 722? If so, would the 
relief be confined to elimination of the loss 
from the base period, or could a profit be 
established for the foreign operation? 

Answer: There is a commencement of a 
new branch of the business in 1937, which 
probably involved new management, new 
service, new operations and new capital. 
This constitutes a change in the character 
of the business occurring within the base 
period. Therefore there is eligibility. 

The next question is whether the cor- 
poration would be entitled to use the two- 
year date-back provision. Unless the 1940 
and 1941 earnings are directly attributable 
to war conditions, it would appear that the 
corporation would have made a profit by 
the end of 1939 had the new branch of the 
business been commenced in 1935 instead 
of 1937. If such is the case, the corporation 
will be entitled to reconstruct its earnings 
for the base period on the assumption that 
the new business had reached the same 
point in 1936 as it would have reached by 
the end of 1939 after applying the two- 
year date-back provision. Such reconstruc- 
tion would not be limited to the elimination 
of losses but would involve a substitution of 
profits. 


Question: It is definite that the lower 
excess profits tax credit may be used where 
it is profitable to use it by reason of the ap- 
plication of the 80% over-all limitation, in 
view of the alternatives allowed by the form 
and in spite of the fact that the law says 
that the credit resulting in the least excess 
profits tax shall be used? 
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Answer: In my opinion, this is a problem 
that was not anticipated by Congress or the 
Treasury while the 1942 bill was being 
written. My guess is that the 80% provi- 
sion was intended merely to effect a reduc- 
tion of the excess profits tax from 90% of 
adjusted excess profits net income to a lesser 
amount and was not intended to afford the 
taxpayer an additional advantage, in the 
form of an increased post-war refund, 
through either an understatement of the 
available excess profits credit or the selec- 
tion of the smaller credit. I think the 
Commissioner has authority under the Act 
to determine the excess profits tax by use 
of the larger credit, even though the tax- 
payer uses the lesser credit on its return. 
However, the Senate Committee report on 
section 223 of the 1942 bill and the lack 
of any positive requirement in the section 
that the larger credit must be used cast suf- 
ficient doubt on the point to justify making 
an issue of it. 

Question: Would this company have any 
object in seeking relief under 722: Has in- 
vested capital of $2,000,000. Its earnings 
from 1920 to 1929 were at an average of 
$200,000, $100,000 of which was from an 
English company, wholly owned subsidiary. 
In 1936 to 1939 it had an average income 
of $30,000, entirely from the English sub- 
sidiary, and losses from the domestic busi- 
ness. The foreign company has lost all con- 
tinental offices. The United States company 
was going through an internal reorganiz- 
ation from 1937 to 1940. There was no 
change in capacity, but considerable im- 
provement in operation in 1941 and 1942. 
Can United States company take up foreign 
company’s slack? 

Answer: This is a question that cannot 
be answered satisfactorily without additional 
facts. The discrepancy between the 1926- 
1929 earnings and the base period earnings 
may result from the fact that the company 
is a member of an industry with an abnor- 
mal profits cycle. In this event, relief 
might be available under section 722 (b) 
(3) (A). On the other hand, it may be 
a case of more or less permanent decline 
with new life injected in 1940 and 1941 by 
reason of the war conditions and increased 
spending power. In this event relief would 
be difficult to establish. 

The fact that the foreign branch has lost 
its continental offices would not appear to 
afford grounds for relief and there is noth- 
ing in section 722 to justify treating a por- 
tion of the 1941 and 1942 domestic earn- 
ings as normal earnings to take the place 
of lost foreign earnings. However, if the 
changes in the method of operation were 
substantial and would have produced ad- 
ditional earnings by the end of 1939 if they 
had been introduced two years earlier than 
the actual date of operation, then some re- 
lief would be available under section 722 
(b) (4). As stated before, however, a 
more complete statement of the facts is re- 
quired in order to give an adequate answer 
in this case. 





These observations are the reflection 
of the thinking of the members of The 
Controllers Institute of America. It has 
been my privilege to read a great many 
of the 1,300 replies that were made by 
your members in response to your in- 
quiry as to whether American industry 
could take care of a withholding tax. 
All letters have been analyzed and tab- 
ulated by a subcommittee working on 
this subject. I think it would be a good 
thing for the Government and the 
members of the Controllers Institute of 
America to realize what a splendid re- 
sponse was made by your members, 
and the great amount of thought and 
time put into the preparation of their 
answers. One cannot read them with- 
out being impressed with the patriotic 
desire to be of service to this country 
in every way possible in this time of 
national emergency in wat. 

This material is to deal only with 
the mechanics of withholding. The 
merits or demerits of forgiveness—the 
Rum! Plan, the Carlson Plan, or any 
other plan of skipping tax payments— 
have probably had too much said about 
them already. An analysis of the replies 
to your Committee would prove that 
employers have realized the urgent 
necessity of a withholding plan, and 
that a proper law be enacted. They 
have all realized that withholding will 
cost industry a lot of money and will 
be with us for a long time. They, there- 
fore, realize the necessity of getting 
it as near right in the beginning as pos- 
sible. 

EXEMPTION Basis 


The question addressed to the mem- 
bers of the Controllers Institute was 
whether your company could take cate 
of a withholding plan which gave ef- 
fect to dependency and marital status 
as a basis for the exemption. The over- 
whelming response was that it was 


Basic Principles for Withholding 
Taxes on Wages and Salaries 


By W. L. Hearne 


feasible. The questionnaire was based 
upon the premise that there would be 
but one exemption amount for each 
employee. In other words, that the 
withholding tax would absorb the vic- 
tory tax. 

Everyone recognizes, of course, that 
it would be easier and preferable to 
have just one exemption amount, such 
as the $624 for the victory tax. How- 
ever, a single exemption amount runs 
into rather imposing errors in with- 
holding when the rate of withholding 
gets up to as high as 20 per cent. 
These errors in withholding are par- 
ticularly bad where they hurt the most, 
that is, on taxpayers of comparatively 
small income with a large dependency 
credit. You will see what I mean when 
I say that the amount withheld for a 
year under the recent Ways and Means 
Committee Bill for a single man get- 
ting $40 per week would be about 
$320, whereas the same amount for 
the average family, that is, a married 
man with two children, would be $65 
a year. The difference of $255 is well 
over 10 per cent. of the gross income 
of the married man with two children, 
and is entirely too much of an error 






to be borne. If you don’t think $255 is 
a large amount, think how you would 
like to have over 10 per cent. of your 
income in excess of the proper amount 
withheld. 

We think industry in general has 
recognized that dependency and marital 
status must be taken into account. Be- 
yond this, however, nearly every reply 
received stressed the necessity of keep- 
ing the withholding plan simple. I 
think this was the outstanding idea in 
all of the letters received, because it 
seems to answer so completely and 
fairly all of the problems raised. The 
great number of varying factual situa- 
tions, added to the universal shortage 
of help and lack of business equip- 
ment, combine to make it absolutely 
essential that the withholding be so 
simple that it will take a minimum of 
time and equipment, and so that the 
most uneducated person can under- 
stand it. 

It must be obvious that no method 
of withholding can avoid inequities. 
It must also be obvious that every ef- 
fort to introduce more than the broad- 
est refinements will inevitably result 
in pressure for more refinements until 








12, 1943 at Philadelphia. 





CONTROLLERS VIEW WITHHOLDING 


“Pay-as-you-go” was briefly eclipsed by war and labor devel- 
opments in recent weeks but its fundamental importance, be- 
cause of the vastly increased personal income tax burden, 
brought it again to the fore—with a July 1st start possible. ‘’Pay- 
as-you-go” cannot, as a practical matter, be enacted alone; it 
must be supplemented by withholding-at-source. 

Problems that can arise from such withholding are being con- 
sidered by The Institute’s Sub-Committee on Withholding Taxes, 
of which Mr. Hearne is alternate chairman. In this article he 
gives full consideration to these problems. Mr. Hearne, Tax 
Supervisor of The United States Steel Corporation, presented this 
material at the Third War Conference of Controllers on April 


—THE EDITOR 
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any withholding plan would become 
thoroughly unworkable. 

For instance, if there is too much 
care about variances over and under 
the exactly correct amount of income 
tax due, everyone will feel injured un- 
less exactly the correct amount is with- 
held from his pay. If there is too much 
refinement about dependency credits, 
there will be all sorts of pressures for 
other refinements, for instance, in com- 
munity property states versus other 
states, and for other deductions than 
dependency deductions. 

If it is always kept in mind that 
withholding is merely a tentative tax 
and that any variances over and under 
the correct amount can be adjusted in 
the final return of the taxpayer, a great 
amount of difficulty in withholding 
will be obviated. 


BAsIc PRINCIPLES 


I want to hold three cardinal prin- 
ciples before you. I believe they will 
answer every problem: 

1. Simplicity. 

2. That it is a tentative tax. 

3. That no workable withholding plan 
can avoid some inequities. 


I have indicated before the great 
number of factual considerations. The 
ones we have are only indicative of 
the great number in all industry, but 
I would just like to run over a few to 
show the utter necessity for simplicity. 
In shipyards and many other war in- 
dustries wages are paid weekly. The 
entire payroll has to be made up in a 
matter of two or three days, so any 
element of added complication would 
make it impossible to continue such 
weekly payrolls. 

A great number of employers have 
pointed out that the only way they can 
pay their employees is with the use of 
tabulating equipment, which equip- 
ment is now working on a 24 hour, 
7 day week basis, and that no further 
burden can be added to this equip- 
ment. The answer cannot be made that 
these payroll periods can be changed 
because, in many cases, they are set 
by union contracts. 

In a great many industries there are 
odd period payrolls. For example, in 
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Great Lakes shipping the men are paid 
by captains at the end of a round trip 
which may be from 29 to 34 days, 
more or less. The men have leave of 
only a few hours while the boat is 
being unloaded and insist upon being 
paid immediately so that they can get 
home. The captain must calculate the 
payroll and disburse the money to sev- 
eral score men in an hour or so. In a 
great many instances, companies have 
decentralized payrolls where the men 
ate paid by a foreman on the job. This 
is true in small and scattered mines, 
logging mills, fruit ranches and the 
like, where the payroll is made up and 
the men are paid by foremen, woods- 
men, “hillbillies,’ farmers and others 
without much, if any, mathematical 
training. 

I have referred to this as a tentative 
tax. Some people think the amount 
withheld could be a final tax up to, 
say, five thousand dollars gross income. 
But there is much disagreement, and 
the arguments are about equal on both 
sides. 

The pros say that the saving in ad- 
ministrative cost would offset any loss 
of revenue; that the trouble of pre- 
paring returns would be eliminated for 
most taxpayers; that the withholding 
rates should take the average amount 
of tax due rather than the minimum, 
and that a taxpayer could file a return 
and claim a refund if he found he 
had overpaid. 

“Ah, there!”’ say the cons, “all who 
had overpaid would claim a refund, 
leaving the Government with the defi- 
cits.” Further, they say the Treasury 
needs the returns to audit the with- 
holding; that it is unfair to withhold 
more than is due; that everyone should 
have forced upon them the citizen’s 
duty of filing a return or they won't 
know they have paid a tax. And so it 
goes. 

The people in favor of making a 
final tax say that those who have more 
than necessary withheld, could file a 
claim for refund. Those against filing 
a return say that obviously all people 
who wanted refunds would claim re- 
funds, leaving the Government with 
all the deficits. Some claim that the 
Treasury needs the returns to audit 
the withholdings. Then it is prob- 
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ably true that it is not fair to withhold 
more than is due. Some say that a 
citizen should have forced upon him 
the duty of preparing a return so he 
will know he has paid a tax, etc. 

Being guided by our rule of sim- 
plicity, we have left it to others to 
decide whether everyone should file a 
return and have thought of withhold- 
ing as a tentative tax. 


MARITAL STATUS CHANGES 


Let us take up a few of the situa- 
tions that have been worrying our cor- 
respondents. You will remember that 
there was a further question as to 
whether changes in marital or depend- 
ency status could be made during the 
year. As I have said before, by and 
large the responses were overwhelm- 
ingly to the effect that marital and de- 
pendency status could be recognized. 
There was much more disagreement 
with the proposal to recognize changes 
in marital status during the year. The 
more mechanical the payroll system 
and the less problem there is with turn- 
over and labor, the less important this 
problem seems. However, in a great 
many war industries the turnover prob- 
lem is serious, and we must always bear 
in mind the small and decentralized 
payroll that is not equipped with any 
mechanical equipment at all. Also, 
there are some claims that employees 
will not accurately report their mari- 
tal status, particularly women. 

If we go back to our cardinal guide 
of simplicity, we will see that it will 
be the unusual case, and that only 
where a taxpayer gets married in the 
early part of a year, which would re- 
sult in any sizable variation. The maxi- 
mum variation would be less than 5 
per cent. There would be no variation 
if the wife worked also. Therefore, 
it has been strongly urged that no 
change in marital or dependency status 
be recognized during the year. 

The question of reporting the cor- 
rect status raised the issue as to who 
is to be responsible for reporting the 
correct status. We think there can be 
no doubt but that this responsibility 
should be upon the employee, and all 
of the bills submitted to Congress 
have so provided. 
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If we remember back to the first few 
days of this year, we will all remem- 
ber the confusion attendant upon the 
inauguration of the victory tax. We 
want, if possible, to obviate such trou- 
ble at the time of inauguration of a 
further withholding tax. Again hark- 
ing back to our criterion of simplicity, 
it seems that the simplest method 
would be to withhold from all wages 
paid after a certain date, say July Ist, 
if we can hope for that date. This will 
be fair if we remember again that the 
tax withheld is merely a tentative tax 
and can be adjusted on the final return 
of the taxpayer. This will eliminate 
such questions as constructive payment 
of wages, accrual, retroactive wages and 
the like. 

You will remember that the recent 
Ways and Means Committee bill con- 
templated two taxes and two depend- 
ency credits,—a 3 per cent. victory tax 
and a 17 per cent. withholding tax on 
incomes. This was quite a shock to 
many of us, and its necessity was ex- 
plained on the ground that a great 
amount of tax would be lost if full 
marital and dependency credits were 
given for the victory tax. However, I 
think we should again hark back to our 
standard of simplicity, because it im- 
mediately becomes obvious that if we 
are to have a 3 per cent. tax on net 
income above $624 a year, then we 
might collect more tax by reducing the 
exemptions for all taxes including the 
$624 a year. But by then we would be 
rewriting the law. Therefore, it would 
seem as if withholding should be lim- 
ited so that there would be but one 
exemption for any one employee, and 
the withholding rate should be at one 
fixed percentage for everyone. 

This raises the question as to 
whether the withholding should stop 
at incomes of, say, $5,000 a year. It 
is obvious, then, that everyone get- 
ting over $5,000 a year would be 
subjected to some sort of a withhold- 
ing arrangement by which they 
would have to calculate their tax 
quarterly, or monthly, or for some 
other period which the law might 
designate. It would seem fairer to 
have withholding applied to all 
ranges of salary so that those getting 
the higher salaries would have the 
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tax withheld and would be freed 
from the job of preparing more than 
one tax return a year. 


PENALTY PROVISIONS 


You will remember that the Carl- 
son Bill proposed interest and penal- 
ties for over or under withholding. 
Such a provision, while seemingly 
reasonable on its face, will not stand 
our analysis of simplicity and the fact 
that it is a tentative tax. If we are 
to have interest on variances in with- 
holding, everyone is going to demand 
that the exact amount of income tax 
due be withheld which, I think we 
all agree, is an impossible burden. If 
we remember that a withholding tax 
is a tentative tax, then there is no 
necessity for penalties or interest. 

The question of variances over and 
under the correct amount of tax gives 
rise to the question as to whether tax 
should be withheld from dividends 
and interest. When we think of with- 
holding the tax from dividends and 
interest, we run into the terrific prob- 
lem of determining marital and de- 
pendency status for stockholders 
whose names are often never known 
to corporations, let alone their mar- 
ital status. I was happy to see that 
none of the bills proposed in 
Congress contemplated withholding 
against dividends and interest, and I 
believe it is well recognized in the 
Treasury that the work involved 
would be far out of proportion to 
any benefit to the Government. But 
you will also recognize that if we are 
to be freed of withholding from divi- 
dends and interest, then we cannot 
have such niceties as interest or pen- 
alties for over or under withholding 
nor for changes in marital and de- 
pendency status during the year. 

The question of variances over and 
under the correct amount and inter- 
est thereon naturally gave rise to the 
thought that for an employee to 
know whether the correct amount 
had been withheld or not, he has to 
be furnished with frequent  state- 
ments from his employer as to the 
amount that has been withheld. It 
was proposed in the Carlson Bill that 
these statements be furnished to em- 
ployees quarterly. If we go back to 








our standard of simplicity and the 
basic fact that the amount withheld 
is a tentative tax, we will thereby 
eliminate any necessity for statements 
to employees more than once a year, 
or within a reasonable time after they 
leave service. 


WHEN To REPORT 


Statements to employees lead next 
to the consideration of what kind of 
reports should be made to the Goy- 
ernment. Some of your members 
have suggested that there are so 
many reports which now have to be 
made within thirty days after the end 
of each quarter, that this report 
should be made at some other time. 
Other members have objected that so 
long as Social Security taxes have to 
be reported at this time, this report 
should likewise be prepared at the 
same time. In any case, it is certain 
that liberal provision should be made 
in the law giving discretion to the 
Commissioner to grant reasonable ex- 
tensions of time for making these te- 
ports. 

The question of making reports to 
the Government gives rise to the 
thought that 20% of the payroll is 
a sizable amount of money for any 
employer, and that if the amounts 
withheld are only to be paid over 
quarterly, employers are going to 
have a great amount of money avail- 
able for their use that they never had 
before. It has been suggested that 
three months is too long to accumu- 
late these large amounts of money 
and that employers should be te- 
quired to pay over the approximate 
amount withheld monthly, within 
thirty days after the end of the 
month, with adjustments to be made 
quarterly or on the final return for 
the year. It should also be provided 
that employers could arrange with 
the collectors to pay over the 
amounts withheld more frequently 
than monthly. 

Some serious consideration has 
been given to simplicity in the meth- 
ods of calculating the amounts to be 
withheld. I think we all remember 
with what great joy and relief we 
greeted the brilliant idea of bracket 
withholding put forward by Mr. 
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H. C. Gretz, Assistant Controller of 
the American Telephone & Tele- 
graph Company, last year at the 
enactment of the victory tax. Un- 
questionably such a method should 
be written into any withholding plan. 


TOWARDS SIMPLIFICATION 


The injection of marital and de- 
pendency status complicates any 
method of withholding. However, 
two ideas have been brought forward 
through working on withholding 
methods which I think will greatly 
simplify bracket withholding. 

The first is that any consideration 
of cents should be eliminated and 
that withholding only be against flat 
dollar amounts. You will remember 
that under the withholding method 
enacted into the victory tax, the 
brackets ran, for instance, from over 
$12.00 up to and including $14.00. 
It has been found that for grouping 
and tabulating machine work and 
gang punching it would be much bet- 
ter if the wage bracket ran, for ex- 
ample, from $12.00 up to $13.99, 
that is, $12.00 and above but less 
than $14.00. There is no question 
that the same rage of payroll is cov- 
ered and the same amount withheld. 
It will also be seen further that with 
such a range exactly the same amount 
will be withheld if cents are disre- 
garded. Therefore, it will only be 
necessary to look at the flat dollar 
amount. These two features will 
eliminate a great amount of work and 
errors, will allow the use of tabulat- 
ing machines with much greater fa- 
cility and will result in no change in 
the amounts withheld. Cents should 
be eliminated no matter what with- 
holding method is used. This is only 
reasonable because if cents can be 
eliminated for bracket withholding 
without effect, they should with equal 
fairness be eliminated for all with- 
holding. 

A further way of simplifying with- 
holding will be to keep the depend- 
ency and marital status exemptions 
simple. Under the present law a sin- 
gle person has a $500 exemption, and 
a married person has a $1,200 ex- 
emption. Each dependent is worth 
$350. We can thus keep our exemp- 
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tion amounts to zero for the spouse 
where the other spouse takes all the 
credit; $500 for a single person; 
$850 for a single person with one de- 
pendent; $1,200 for a married per- 
son without any dependents, head of 
the family with one dependent and a 
single person with two dependents; 
$1,550 would be the exemption 
amount for a married person with 
one dependent, head of family with 
two dependents, single person with 
three dependents, and so on by $350 
jumps. 

It is thus obvious that with the 
minor simplification of requiring a 
spouse taking half the credit to have 
a marital exemption of $500 instead 
of $600, we eliminate a bad complica- 
tion in the tables for bracket with- 
holding. There has been some sug- 
gestion that one spouse be required 
to take all the credit and the other 
have none, but if we allow each one 
to have $500, then there will be no 
added complication, and it may save 
many family squabbles. 

We have before stated that unques- 
tionably a bracket withholding op- 
tion should be enacted into the law 
similar to that now in the victory 
tax, where the exact amount in dol- 
lars and cents to be withheld is ascer- 
tained by following the table across 
from the payroll period wage to the 
amount to be withheld. There has 
also been some consideration given 
to what some people claim is an even 
more simplified method, that is, a 
percentage related to gross income. 
This idea has sprung from the basic 
consideration that every deduction 
from gross income merely results in 
a lower rate of tax on gross income. 
These rates of tax are, of course, 
easily calculated when the deductions 
are known. 

It is surprising that the bracket 
which each percentage covers is such 
a wide range of salary, particularly 
in the ranges in which the great ma- 
jocity of employees fall. Thus, for 
example, under the rates proposed 
by the Ways and Means Committee, 
the wage bracket from $44.00 a week 
up to $53.99 would be covered by 
16% of gross income. Many ad- 
vantages have been claimed for a per- 
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centage of gross income method of 
withholding. For instance, it could 
be combined with other deductions 
presently based upon gross income, 
and one amount could be deducted 
with the breakdown between the 
various deductions coming later, thus 
spreading the payroll work over a 
longer period. 

This method is more accurate than 
the withholding method proposed in 
the recent Ways and Means Commit- 
tee Bill and it could easily cover the 
higher range of salary and withhold 
against such higher ranges more ac- 
curately than any fixed percentage 
based on amounts remaining after an 
exemption. It would eliminate sub- 
tracting exemption amounts and at- 
tendant errors. Because of the com- 
paratively wide range of salary cov- 
ered, the few percentages would soon 
become a matter of memory with 
payroll clerks, thus eliminating the 
necessity of referring to tables for 
each amount to be withheld from 
each employee. Employees can 
quickly calculate the proper amount 
to be withheld. In using a tabulat- 
ing procedure, a minimum number 
of master cards are needed. 


A TuHIrRD METHOD 


A third and very necessary method 
has been proposed, based upon the 
necessities of tabulating machinery 
which will only accommodate certain 
fixed deductions. 

Many pay roll methods now de- 
duct a certain dollar amount for the 
check-off, for group insurance, and a 
certain dollar amount for this thing 
and the other. It has been proposed 
for employees having a fixed rate of 
pay, reasonably fixed, and most sal- 
aried people, the employer be al- 
lowed to calculate how much will be 
withheld each pay roll period, and 
then adjust it at the end of six 
months or a year if the salary rate is 
changed, and then they will be only 
required to calculate the withholding 
amount once a year, and go right 
along and deduct that amount each 
time. That is pretty nearly an essen- 
tial method for many tabulating ma- 
chines. 

(Please turn to page 231) 












Section 722, the so-called abnor- 
mality relief provision, is not filled 
with the language complexities so 
characteristic of the Revenue Act of 
1942. This particular statutory pro- 
vision is couched in simple language. 
In the words of the Senate Finance 
Committee it permits the use of an 
excess profits credit ‘‘predicated upon 
an amount which is a fair and just 
reflection of the normal earning ca- 
pacity of the business.” Taxpayer 
corporations are permitted to prove 
such normal earning capacity, and, if 
they succeed in their proof, are per- 
mitted to retain the portion of earn- 
ings reflecting such earning capacity 
before being subject to an excess 
profits tax. 

Failure of actual base period earn- 
ings to equal the normal earning ca- 
pacity may be due to any number of 
causes designated as “abnormalities.” 
Section 722 indicates several classes 
of abnormalities and limits the ex- 
tent to which they may be considered 
in building up normal earning capac- 
ity. Categorically, recognized abnor- 
malities will fall into two groups— 
1) temporary circumstances prevent- 
ing a full normal realization of a 
stable base period earnings capacity 
and 2) events causing an increase in 
earnings capacity either during or 
immediately prior to the base period. 

The qualification “normal” applied 
to earnings capacity can only mean 
the degree of earning capacity ex- 
perienced by business in general dur- 
ing the base period, being the 1936 
to 1939 calendar years or equivalent 
fiscal years. The Senate Finance Com- 
mittee has described this period as “a 
moderately prosperous period for 
business in general.” 

Contrary to popular belief, it is not 
necessary to experience an “unusual 
event” during the base period in or- 
der to be entitled to abnormality re- 
lief. Such misconception erroneously 
emphasizes purely physical as con- 
trasted with ordinary economic events 
and circumstances. While unusual 





The Search for Abnormalities 


By Harvey W. Peters 


events may be the glamour boys in 
the abnormality field, many common- 
place factors have prevented taxpayer 
corporations from fully realizing nor- 
mal earning capacity during base pe- 
riod years. A reading of Section 722 
seemingly indicates a wide latitude in 
the definition of qualified abnormal- 
ities, relief depending upon failure 
of actual base period earnings to 
equal normal earnings capacity rather 
than upon the niceties of spelling an 
abnormality. After carefully specify- 
ing several types of abnormalities 
Section 722 opens wide the door of 
relief by including: 


“Any other factor affecting the tax- 

payer’s business which may reason- 

ably be considered as resulting in 

an inadequate standard of normal 

earnings during the base period 
” 


I—Who Is Entitled to Abnormality 
Relief? 


Any corporation may claim abnor- 
mality relief by a showing that the 
average normal earning capacity for 







base period years exceeds its excess 
profits credit otherwise determined, 
Section 722 throws into discard ar. 
bitrary methods of determining ex. 
cessive profits and permits taxpayers 
to prove the normal earning capacity 
for base period years. 

Tax returns are filed on the basis 
of regular excess profits tax credit 
without consideration to abnormality 
relief. The issue is raised by the fil- 
ing of an application for relief on 
Form 991 with the assertion that the 
excess profits tax is excessive and dis. 
criminatory together with an expla- 
nation as to why actual average base 
period earnings do not reflect normal 
earning capacity together with a re- 
construction of base period income so 
as to reflect such normal earning ca- 
pacity. The application for relief 
must be filed within 6 months of the 
tax return due date; applications for 
1940 and 1941 are due on September 
15, 1943. There is the provision with 
respect to 1942 and subsequent years 
that the taxpayer may defer payment 
of the excess profits tax to the extent 
of 33% of the tax saving due to ab- 








EXCESS PROFITS TAX RELIEF 


Although numerous articles have considered the subject of 
abnormalities, Mr. Peters’ is worthy of study by all controllers 
because of its practical approach. Starting with a concise de- 
scription of what abnormality relief is, he then considers many 
aspects including corporate eligibility, the need for such relief in 
order to minimize excess profits tax inequities, the problem of 
uncovering possible abnormalities, the types of accounts to in- 
vestigate, data that should be developed, and other lines of in- 
vestigation in order to ascertain the existence of abnormal con- 
ditions and how to adjust the income. 

Manager of the Tax Department of the Milwaukee office of 
Peat, Marwick, Mitchell & Company, Certified Public Account- 
ants, Mr. Peters is also a member of the Wisconsin Bar and has a 
background of thirteen years as a corporate tax consultant, as 
well as having handled cases before the Treasury Department 
and conducted litigations and investigations. 
based on the address by Mr. Peters on April 6, 1943, before the 
Milwaukee Control of The Controllers Institute of America. 
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normality relief provided that the 
amount of income subject to excess 
profits tax is in excess of 50% of the 
normal tax income (before deduction 
of the amount subject to excess 
profits tax) and provided also the re- 
lief application is filed with the tax 
return. 

Once a constructive average base 
period net income has been officially 
determined for a particular year the 
Commissioner may provide by reg- 
ulations as to how tax returns for 
subsequent years will give considera- 
tion to such determination. 

In case the taxpayer corporation 
has not theretofore raised the abnor- 
mality issue, it may be asserted in op- 
position to a deficiency assessment, 
but in such instance the amount of 
relief may not exceed the amount of 
deficiency. Where so used, the ap- 
plication for relief must be filed 
within 90 days of the preliminary 
notice of deficiency or within 90 days 
of the notice of deficiency in situa- 
tions where a preliminary notice was 
not issued. 


Il—The Need for Abnormality Relief 


Decided emphasis must be placed 
upon the fact that the excess profits 
tax is to be levied on excessive profits 
properly determined; it is not a super 
or additional tax on normal profits 
however they may increase during ex- 
cess profits tax years even though 
such normal profits are entirely due 
to war work. Any increase in normal 
corporate profits is taxed at the high 
normal and surtax rates. Failure to 
appreciate this distinction makes it 
impossible to accept the abnormality 
telief provisions in the proper light. 
Abnormality relief is not an unwar- 
ranted largess or gift from Congress 
to be obtained in handout fashion. It 
is a statutory remedy aimed at mini- 
mizing the gross inequities impreg- 
nated in the otherwise arbitrary pro- 
visions of the excess profits tax and 
the means of salvation for many cor- 
porations inequitably burdened by a 
disctiminatory tax—such remedy to 
be obtained by a meritorious proof of 
substantiating facts. 

The excess profits tax was aimed at 
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capturing a major share of excessive 
profits emanating from direct and in- 
direct participation in the defense ef- 
fort. It replaced the profit limiting 
measures contained in the Vinson 
Act and the Merchant Marine Act. 
These profit limiting measures could 
not cope with the problem of taxing 
excessive profits as the nation em- 
barked on a broad rearmament pro- 
gram that placed almost all American 
business in varying rolls of direct and 
indirect defense industries. 

The Second Revenue Act of 1940 
introduced the excess profits tax and 
the method of determining excessive 
profits. It provided that profits in 
excess of the larger of two credits— 
one being the average of actual 1936- 
1939 (or equivalent fiscal years) in- 
come—the other, approximately 8% 
of invested capital—would be con- 
sidered excessive profits. The deter- 
mination of excessive profits by either 
credit was decidedly arbitrary and 
this fact was recognized by Congress 
even before the first tax returns were 
due, in that an amendment to the av- 
erage income credit was provided in 
early 1941. 

This amendment gave considera- 
tion to increased earnings in the last 
half of the four-year base period, 
Congress thereby admitting the in- 
equality of placing so-called “growth” 
corporations on a straight arithmetic 
average basis. It was unusual for a 
corporation to be able to enjoy in- 
creased earnings in the latter half of 
the base period. In case of a calendar 
year corporation it required higher 
earnings for 1938 and 1939 (a reces- 
sion year plus a mediocre year) than 
for 1936 and 1937 (two excellent 
years of boom variety). This in- 
creased earnings method is in effect 
the predecessor of present abnormal- 
ity provisions. The method does not 
attempt to ascertain normal earning 
capacity so at best it is still an arbi- 
trary method however it* may benefit 
certain taxpayers. 

It remains for the other two meth- 
ods of determining excessive profits 
—the straight average of actual base 
period income method and the in- 
vested capital method—to hit a new 
high in inequitable and arbitrary tax 
legislation. However normal a spe- 
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cifically designated four-year period 
may be considered for business in 
general, this is no indication that 
such four-year period would show 
normal results for every industry and 
it is far less of an indication to as- 
sume that actual earnings for such 
period would represent normal earn- 
ing capacity for all corporate taxpay- 
ers. 

To ‘emphasize the inequities, as- 
sume an excess profits applicable to 
personal taxpayers with the average 
salary earned for 1936-1939 as a 
credit and all salary in excess of such 
credit being subject to a stiff personal 
excess profits tax. Imagine the pre- 
dicament of John Smith who emerged 
from college in 1936 and started at a 
$100 per month job and by dint of 
hard work attained $3,000 a year 
compensation in 1940-1942; or take 
the case of John Doe who, with an 
eye to the future, exchanged a $2,000 
job for one yielding $1,000 in the 
year 1938 and then proceeded proved 
his wise judgment by moving up to a 
$5,000 level in 1940-1942; and also 
the case of James Jones who spent 
most of 1937 and 1938 in a hospital 
and regained his health and normal 
earning power in 1939. While not as 
dramatic, there are many corporate 
case histories comparable to those il- 
lustrated. There is the X Company 
whose plant was partially destroyed 
by fire in 1937, or the Z Corporation 
that emerged from reorganization in 
1936; the Y mining Company that 
had lost money attempting to mine 
silver only to strike a rich deposit of 
gold in 1939; or the ABC Store 
Chain that started business in 1934 
and multiplied the number of stores 
and capital many times but did not 
settle down to the straight task of 
realizing its normal earning capacity 
until it ceased expansion in 1939. 

The invested capital credit method 
is no less arbitrary. This method per- 
mits a corporate taxpayer to earn a 
maximum of 8% on invested capital, 
the balance being considered exces- 
sive profits and subject to the excess 
profits tax. In effect the invested cap- 
ital credit method permits corpora- 
tions with a poor base period earn- 
ings experience to earn something on 
invested capital before paying an ex- 
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cess profits tax. Needless to say, a re- 
turn of 8% or less before normal and 
surtaxes is not indicative of a profit- 
able venture. Furthermore, the ar- 
bitrary percentage pays no heed to 
the differing rates of return on in- 
vestment in different type industries. 
The method is especially unfair as 
applied to new ventures started after 
January 1, 1940 in which case it af- 
fords the only credit allowable except 
for abnormality relief. 


!11—Brief History of Abnormality 
Relief 


The Second Revenue Act of 1940 
introduced the excess profits tax and 
contained an abnormality Section 
722, however meek in character. Said 
section gave the Commissioner of In- 
ternal Revenue authority to adjust 
abnormalities affecting income or 
capital, his decision being subject to 
review by the United States Board of 
Tax Appeals. 

The 1941 Revenue Act contained 
the real predecessor of the current 
Section 722. This section recognized 
unusual events such as strikes, floods, 
etc. as abnormally affecting base pe- 
riod income. It also set forth a change 
in character of business during the 
base period as the basis for a showing 
of an abnormality. The 1941 provi- 
sion, however, was replete with lim- 
itations such as to render it of de- 
cidedly limited application. 

It remained for the 1942 Act to 
introduce an abnormality provision 
having real possibilities for ironing 
out inequities in excess profits tax 
administration. The provisions of the 
1942 Act being retroactive to all ex- 
cess profits tax years, it is mecessary 
to consider only the 1942 abnormal- 
ity section in approaching the possi- 
bility of relief from an excessive and 
discriminatory excess profits tax. 


I1V—Section 722 of the Revenue Act 
of 1942 


Briefly, Section 722 provides that 
if the taxpayer establishes that the ex- 
cess profits tax computed without the 
benefit of Section 722 is excessive 
and discriminatory and establishes 
what would be a fair and just amount 
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based upon normal earnings capacity 
as represented by a constructive av- 
erage base period net income, the tax 
shall be determined by using such 
constructive average base period net 
income. 

The excess profits tax shall be con- 
sidered excessive and discriminatory 
under the following conditions: 


I—In case of a corporate taxpayer entitled 
to use the average earnings method if 
its average base period net income is an 
inadequate standard of normal earnings 
because— 

(1) in one or more of the base period 
years normal production, output, 
or operation was interrupted be- 
cause of unusual and peculiar 
events occurring either immediately 
prior to or during the base period. 

(2) the business of the taxpayer was 
depressed in the base period be- 
cause of temporary economic cir- 
cumstances unusual in the case of 
the taxpayer or because the tax- 
payer was a member of an industry 
depressed by reason of temporary 
economic events unusual in the 
case of such industry. 

(3) the business of the taxpayer was 
depressed in the base period by 
reason of conditions generally pre- 
vailing in an industry of which the 
taxpayer was a member, subjecting 
the taxpayer to: 

A—A profits cycle differing ma- 
terially in length and ampli- 
tude from the general business 
cycle. 

B—Sporadic and intermittent pe- 
riods of high production and 
profits, and such periods are 
inadequately represented in the 
base period. 

the average base period net income 

does not reflect the normal opera- 

tion for the entire base period of 
the business because the taxpayer 
commenced business or changed 
the character of the business either 
during or immediately prior to the 
base period. A “change in char- 
acter of business” includes—a 
change in operation, change in 
management, difference in prod- 
ucts or services furnished, differ- 
ence in capacity for production or 
operation, difference in ratio of 
nonborrowed capital to total cap- 

ital, acquisition of the assets of a 

competitor prior to January 1, 

1940. 

Any other factor affecting the tax- 

payer’s business resulting in an in- 

adequate standard of normal earn- 
ings during the base period. 

II—In case of a taxpayer not entitled to use 
the excess profits credit based upon in- 
come, if the credit based upon invested 
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capital is an inadequate standard for 

determining excess profits, because— 

(1) The business of the taxpayer is of 
a class in which intangible assets 
not includible in invested capital 
make important contributions to 
income. 

(2) The business of the taxpayer is of 
a class in which capital is not an 
important income-producing fac. 
tor. 

(3) The invested capital of the tax. 
payer is abnormally low. 


V—The Problem of Uncovering 
Possible Abnormalities 


To determine the existence of an 
abnormality it is necessary to gauge 
normal earning capacity for the base 
period and discover the reason for 
failure of actual base period earnings 
to equal such capacity. The problem 
is not simple nor is it one to be ac- 
complished without considerable ef- 
fort including a thorough analysis of 
the taxpayer corporation’s affairs. 

There is a pattern of suggested 
steps to assist in uncovering a situa- 
tion warranting an application for re- 
lief. These will be considered in the 
probable order. 


(a) Surface Indications of an Excessive 
and Discriminatory Tax 


The excess profits tax can be exces- 
sive and discriminatory only if based 
upon an insufficient excess profits 
credit. Consider the amount of such 
credit under the 1941 law (federal 
income taxes not being deductible) ; 
this credit is intended to equal the 
normal earning power of the busi- 
ness before the imposition of normal 
income taxes. Consider this credit as 
a percentage of sales over a period of 
years including sales of the base pe- 
riod. Generally speaking, does this 
percentage of sales represent the 
ratio of profit before taxes ordinarily 
prevailing in the industry? How 
about the ratio of the credit to cap- 
ital—does it actually represent the 
percentage of profits before taxes to 
capital for the industry? Compute 
also the ratio of the credit to fixed 
assets and total assets. The compati- 
son of the corporation’s ratios with 
those of the industry can easily be ac- 
complished by computing like ratios 
for competing enterprises. The sta- 
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tistics for some competitors can be 
obtained from the manuals published 
by Poors and Moodys. An unfavor- 
able ratio comparison may point out 
a lead to an abnormality or it may 
simply indicate that the corporation 
is unfavorably situated and suffering 
a permanent defect. 


(b) General Earnings Comparison 


This step is rather superficial, the 
purpose being to uncover a base pe- 
riod earnings pattern contrary to that 
of general business. Such compari- 
son can best be carried out by the 
fiscal management of a corporate tax- 
payer ; tax counsel may undertake this 
job with the aid of data usually at his 
disposal. In general it may be stated 
in the language of the Senate Finance 
Committee that the base period was 
one of moderate prosperity for busi- 
ness in general. More specifically, 
the calendar years 1936 and 1937 
were excellent business years, that of 
1938 a recession year, and 1939 
merely mediocre, being in the nature 
of a comeback year. The following 
table presents this superficial com- 
parison in rough form: 
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that emerged from reorganization 
during 1936, shared in the 1937 pros- 
perity, suffered a relatively normal 
set-back in 1938 and finally hit its 
normal stride in 1939. 


(c) Earnings and Operations Analysis 


To further aid in isolating abnor- 
mal features a thorough analysis of 
the corporate taxpayer's operations 
and earnings should be made. Con- 
sider the period beginning at least 
two years before the start of the base 
years and extending for at least two 
years after the base period close. The 
earnings and operating data for this 
period must be converted to reveal- 
ing ratios and indices. The best pos- 
sible approach to this phase of the 
problem is to turn this step over to a 
member of the taxpayer’s organiza- 
tion having statistical leanings. A 
comparison of various ratios and in- 
dices for each of the years is apt to 
indicate many distortions and dis- 
crepancies and a further study of the 
year or years showing a distorted 
ratio may reveal the existence of an 
abnormality. 





Corporate Earnings 


1936 
Normal Earnings $100,000 
Abnormality A Deficit 
Abnormality B 200,000 
Abnormality C Deficit 


The normal earnings pattern must 
be an imaginary creation of earnings 
for business in general. Nothing 
would be accomplished by a compari- 
son with the results for the taxpayer 
corporation’s industry because the in- 
dustry as a whole might have suffered 
an abnormality. Fiscal year corpora- 
tions must modify the calendar year 
pattern to arrive at the mold for their 
particular fiscal period. 

Abnormality A in the above table 
proved to be a new venture that did 
not reach the profit status until the 
close of the base period. 

Abnormality B reveals a corpora- 
tion that lost its principal customer 
in 1937 and succeeded in finding new 
outlets so as to be back in the profit 
picture in 1939, 

Abnormality C was a corporation 


1937 1938 1939 
150,000 20,000 60,000 
Deficit 10,000 100,000 

5,000 5,000 150,000 
200,000 50,000 


300,000 








Let us assume that a grain proc- 
essing firm shows the following av- 
erage selling price per bushel of its 
sales product: 














1934 1935 1936 
$0.60 $0.65 $0.67 
1937 1938 1939 

$0.74 $0.73 


$0.66 








The data indicates a marked change 
upward in 1938, a recession year. The 
price rise may be the reflection of 
normal economic forces, however, 
further inquiry revealed that it re- 
flected the new policy of the com- 
pany inaugurated in 1938 of selling 
its product direct to customers 
thereby eliminating a broker’s com- 
mission of $0.80 per bushel. 
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Take the case of a paper manufac- 
turing company whose waste percent- 
age, that is the ratio of paper fit for 
sale to paper coming off the paper 
machine, showed the following pat- 
tern: 


1934 1935 1936 
33% 32% 33% 


1937 
339% 




















1938 1939 1940 
32% 27% 26% 

















Inquiry revealed that the paper had 
been cut in widths running from 18 
to 23 inches resulting in considerable 
waste ; in 1939 the paper mill secured 
a customer that could use 3 and 4- 
inch widths thereby materially reduc- 
ing the waste percentage. 

Sometimes a combination of ratios 
or data will reveal distorted patterns. 
For example, consider a paper mill 
with profits and the ratio of opera- 
tions to capacity as follows: 


1935 


Profits $50,000 
Per cent. of oper’tns to capcty. 80% 





1936 1937 1938 1939 
100,000 150,000 50,000 50,000 
20% _  —_95Fo_ 80% =—_ 95% 








The small 1939 profit combined with 
the high ratio of operations to ca- 
pacity in that year proved due to a 
price war among the units of the in- 
dustry. 

A mere compilation of sales per 
department and per each product 
would reveal the introduction of 
new products. Analysis of produc- 
tion per employee might uncover the 
introduction of new processes and 
methods of production. In like man- 
ner, literally hundreds of examples 
might be cited ; suffice to say it would 
be both impossible and pointless to 
attempt to cover all. It is important 
to emphasize that each corporate tax- 
payer should make a thorough analy- 
sis of its own record. To aid in the 
execution of such analysis a list of 
representative ratios is presented; 
the preparation and study thereof 
may constitute a major step in un- 
covering an abnormal situation. 
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Per cent. of manufacturing cost to 
sales 

Per cent. of various individual ex- 
pense items to sales 

Various cost and expense data per 
unit sold 

Selling price per unit sold 

Net profit per unit sold 

Sales per department 

Various cost and expense items per 
department 

Profit per department 

Sales to each of the more important 
customers 

Dollar sales per dollar of plant ca- 
pacity 

Ratio of by-product sales to total sales 

Operations as per cent. of capacity 

Sales and profits as per cent. of cap- 
ital 


(a) Direct Probe for Abnormalities 


The steps pursued may have re- 
vealed evidence of an abnormality 
and further probe may indicate the 
abnormality. On the other hand, no 
evidence of an abnormal picture may 


have been revealed. The latter is not, 


conclusive proof of the nonexistence 
of an abnormality. The process of 
uncovering an abnormality will be 
completed by a direct search. 

To be effective the fiscal depart- 
ment must have the assistance of the 
entire management of the taxpayer. 
In addition to the usual executive 
heads it should prove most advisable 
to contact plant superintendents, re- 
search divisions and sales department 
heads. 

While it is impossible to list all of 
the abnormalities, a review of the dif- 
ferent types and the citation of ex- 
amples of each should prove helpful 
in suggesting others. 


(1) Basic Abnormalities 


Start Immediately Prior to or During 
Base Period 


A corporation starting business im- 
mediately prior to or during the base 
period could not attain normal earn- 
ing capacity for the base period. It 
usually requires a considerable time 
element to establish a new venture 
on a profitable basis. 
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Emergence from Reorganization 


Emergence from reorganization im- 
mediately or prior to or during the 
base period would materially affect a 
corporation’s ability to exhibit nor- 
mal earning power during the base 
period. Such corporation would have 
to “live down” the unfavorable 
stigma of reorganization and regain 
the confidence of customers as well 
as suppliers. 


(2) Change or Growth Abnormalities 


(This type of abnormality covers 
situations where change or growth 
has increased the normal earning ca- 
pacity of a corporation during the 
base period. Since the increase has 
occurred either immediately prior to 
or during the base period, the actual 
earnings for the base period would 
reflect a relatively small portion, if 
any, of the increased earnings ca- 
pacity.) 

Change in capital 

Improved use of productive capacity 
Changes in business policy 
Acquisition of another corporation 
Changes in distribution 

Material improvement in product 


Important New Customers 


A survey of important new custom- 
ers is usually very revealing. The ac- 
quisition of new customers may be 
due to several factors such as new 
products, changes in business policy, 
or any number of elements in the ab- 
normality category. 


Change in Products 


Consider the effect of the change 
in products profitwise rather than 
the degree of difference between the 
old and new products as of major im- 
portance. Sometimes a slight change 
in an existing product brings greatly 
increased sales and better profits, 
especially where the change may im- 
prove the competitive position of the 
corporation. The new product may 
complete a line of products and per- 
mit entry into formerly inaccessible 
sales territory, or it may represent a 
basic development or patent and, as 
such, a stepping stone to other new 
products. 








Change in Sales Policy 


This may represent concentration 
on profitable products or a more eco. 
nomical selling policy. 


Change in Management 


A change in management may in- 
troduce any number of other changes 
all aimed at bringing actual earnings 
in line with normal earning capacity. 
Profit betterment may be traced to 
the innovations brought in by the 
new management. 


Increased Plant Facilities 


Such increase represents an at- 
tempt to increase the corporation's 
normal earning capacity. The in- 
crease may materially increase pro- 
duction without a commensurate in- 
crease in cost and thereby materially 
increase the profit status of the entire 
plant. The new facility may replace 
an inefficient, costly part and speed 
up production, or bring about pro- 
duction of a better range of prod- 
ucts. The lean earnings of the early 
30’s considerably retarded betterment 
of plant facilities; the return to in- 
come in the beginning of the base pe- 
riod (1935-1937) set off numerous 
modernization and betterment pro- 
grams. 


(3) Unusual Events Abnormalities 


Strike Flood Fire 
(These abnormalities are easily trace- 
able.) 


(4) Industry Abnormalities 


Temporarily depressed state 

Public disfavor 

Price wars 

Tax disadvantages 

Mergers 

Tariff restrictions 

Legislative restrictions 

Temporary competition between in- 
dustries 


Materially Different Profits Cycle 


The machine tool industry has 
been cited by the Senate Finance 
Committee as an industry with a 
profits cycle differing from that of 
general business. 
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Lack of Cooperation 


The NRA regulations caused en- 
forced cooperation by industry; the 
sudden voiding of NRA threw many 
industries into a turmoil with cut- 
throat competition replacing coop- 
eration. For many industries the early 
part of the base period was one of in- 
tense, abnormal competition. 


Abundance of Marginal Producers 


The early 30’s forced many mar- 
ginal producers into financial diffi- 
culties and eventual retirement, thus 
materially improving the profit pos- 
sibilities within the industry. In many 
cases the base period does not en- 
tirely reflect such improvement. 


Changeover 


In several instances an industry 
lost its economic utility and had to 
scout around for new products and 
customers. 


5 poradic Profits Periods 


The canning industry best exempli- 
fies an industry with a normally er- 
ratic profits cycle containing periods 
of both high and low profits. The 
base period of such industry may not 
contain the normal number of good 
profits periods. 


(5) Temporary Condition 
Abnormalities 


Loss of key personnel 
Climatic conditions 
Price adjustments 
Competitive duel 
Public disfavor 
Internal disorder 


Loss of Major Customer 


In this era of large enterprises a 
corporation is often dependent upon 
one customer be it a large mail order 
house, a chain system, or an indus- 
trial giant. The loss of such large 
scale customer may cause a temporary 
catastrophe such as to materially 
lower earnings until the corporation 
is able to readjust its affairs. 


Outlivin 'g Poor Products 


Production of a “lemon” is a rela- 


tively common occurrence and a 
profits depressant until the corpora- 
tion outlives the bad product and 
overcomes the ill will created. 


Lawsuits, Injunctions 


A lawsuit or injunction may tem- 
porarily curb production and profits 
or frighten customers into the folds 
of competitors until the corporation 
proves that it is on firm ground. 


Patent Difficulties 


Patent claims by one corporation 
may entirely prevent or decidedly 
limit manufacture of certain products 
by another. Such claims may be en- 
forced by actual or pretended litiga- 
tion. Final determination of the pat- 
ent merits may permit production by 
voiding or materially limiting the 
patent claims. 


Temporary Advantage of Competitor 


A competitor may gain a tempo- 
rary advantage by reason of a better 
product, a new development or a 
price differential. The corporation 
may overcome such advantage by 
“going the competitor one better’’ in 
offering an improved product or a 
better price. 


(6) Expense Abnormalities 


Expense of unsuccessful development 
Elimination of waste 

Strike expense 

Flood expense 

Fire expense 

Embezzlement 

Judgments 

Legal expense 

Change in power cost 
Elimination of commissions 
Change in depreciation 
Reduction of interest rate 
Elimination of interest 
Servicing on bad products 
Reduction in insurance cost 


Unemployment Tax Change 


The corporation may have been 
subject to a high unemployment tax 
rate during the base period while it 
accumulated the statutory reserve. 
Once such reserve is built up the rate 
would materially decline. 
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Unusual Maintenance 


Many corporations delayed neces- 
sary maintenance during the lean 
1930-1935 period, and, with the re- 
turn to earnings in the early part of 
the base period, made unusually 
large expenditures to take care of de- 
ferred maintenance. 


Bad Debts 


Bad debt chargeoffs are apt to have 
been unusually heavy during the early 
base period. At such time a corpora- 
tion could better determine which ac- 
counts were definitely bad. 


Cost Reduction, Discounts—V olume 
Purchases 


The return to earning power im- 
proved corporate financial positions 
such that volume purchases were pos- 
sible in the latter half of the base pe- 
riod. Such volume purchases were at 
better prices and may have included 
discounts. 


Advertising Promotion 


A taste of profits in the early part 
of the base period may have encour- 
aged unusually large expenditures 
for advertising. 


VI—Reconstruction of Base Period 
Income 


Having uncovered the abnormal- 
ity, the next task is to classify it un- 
der Section 722 and to show the 
normal earning capacity by a recon- 
struction of base period income. It 
should be emphasized that the tax- 
payer must indicate the abnormality, 
prove its effect on income of the base 
period and also prove that the ab- 
normality constituted a temporary 
(not permanent) condition. In the 
case of change either immediately 
prior to or during the base period it 
is necessary to show an improved 
earnings picture resulting from the 
change. Several suggestions relative 
to reconstruction may be in order. 


Operation or Production Interrupted by 
a Strike, Fire, Flood (Sec. 722(b)(1)) 


It is necessary to estimate the loss 
of business, convert the loss into sales 
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and apply the normal expense ratios 
to arrive at normal profits. Some idea 
as to the business lost may be ob- 
tained from a study of unfilled or- 
ders, however, this will indicate only 
the business deferred and not such as 
was permanently lost. The interrup- 
tion may have caused a pile up of un- 
filled orders at the close of the base 
period so as to throw income under 
the excess profits tax. 


Temporary Conditions Affecting the 
Business (Sec. 722(b)(2)) 


In such case it is usually better to 
work backward from the point at 
which the condition was fully rem- 
edied. Assuming loss of the princi- 
pal customer and replacement by sev- 
eral new customers, consider the sales 
to new customers in rebuilding the 
base period income. 


Different Business Cycle—S poradic 
Profit Periods (Sec. 722(b)(3)) 


Consider the profits of the corpo- 
ration during good business periods, 
decide which of such years are com- 
parable to the base period years from 
a general business standpoint, substi- 
tute the earnings of such comparable 
years for actual base period results. 
Where material changes have oc- 
curred since the good business pe- 
riods considered, such as new capital, 
products or productive capacity, it 
will be necessary to adjust such other- 
wise comparable years to reflect the 
increased earnings capacity of the 
base period. 


New Products, Increased Facilities, 
New Management (Sec. 722(b)(4)) 


Consider the probable sales of the 
new products and the profit margin 
on the new product, the latter after 
the product was at the point of prof- 
itable production. 

Estimate the output of increased 
facilities and the probable sales, ap- 
ply the profit margin based upon the 
increased capacity. 

The changes affected by new man- 
agement must be converted into in- 
creased sales, lower costs, increased 
efficiency, new customers or any 
other factor giving rise to increased 
earnings. 
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All of the change abnormalities 
are subject to the rule that if earn- 
ings did not reach, by the end of the 
base period, the level they would 
have reached if the change had oc- 
curred two years earlier, then it will 
be assumed that the change did occur 
two years earlier. This has the effect 
of limiting the retroactive benefit 
from changes occurring in 1939 to 
two years. On the other hand, since 
it is highly improbable that 1939 
would show the full effect of a 
change occurring during or immedi- 
ately prior to the base period, the tax- 
payer is allowed a running jump of 
two years in reconstructing the in- 
come. 

In all cases involving a change it is 
better to start from scratch and build 
a completely new base period income 
picture rather than attempt to merely 
adjust actual earnings to reflect the 
changes. 


Expense Abnormalities—Other Fac- 
tors (Sec. 722(b)(5)) 


Merely adjust actual base period 
earnings for the changes in the vari- 
ous expense items or other factors. 


Corporations Not Permitted To Use 
Income Credit (Sec. 722(c)) 


It will be necessary to prove that 
the 8% invested capital return 
(which is a return before normal and 
surtax) is insufficient for the business 
or industry. Consider the general 
ratio of profits, before taxes, to cap- 
ital for competitors as published in 
statistical manuals. Success in such 
proof should take care of the matter 
of proving capital as unimportant in 
the production of income. A study 
of competitor’s results should furnish 
an idea as to the probable base pe- 
riod reconstruction of income. Giv- 
ing due consideration to products, 
productive capacity, capital and man- 
agement, construct your probable 
base period income results. 


VII—Objections 


In conclusion, let us consider the 
objections most often raised in op- 
position to a thorough search for ab- 
normalities or to the filing of an ap- 
plication for relief. 





The Application May Be Denied 


This is entirely possible. The sub. 
ject is new and without precedent, 
However, assuming no tax benefit 
whatsoever, the statistics uncovered 
should be most advantageous in 
showing normal earning capacity for 
renegotiation proceedings on govern- 
ment contracts. The least to be ac. 
complished is to furnish executives 
with a factual analysis of the course 
of their business during an unusual 
business period. 


An Increase in Excess Profits Credit 
May Increase the Tax 


An unusual quirk in the law makes 
this possible for 1942. If the tax- 
payer is subject to the 80% tax limit, 
an increase in credit (including one 
due to abnormality) may not be suffi- 
cient to remove the taxpayer from 
the 80% limit. In such case the only 
result of an increased credit would 
be a shift of the tax from the excess 
profits category to that of normal and 
surtax, and the corporation would 
lose the 10% post war refund on the 
portion shifted. This disadvantage 
for 1942 can only be 4% (10% of 
40%) and is overwhelmed by the 
large 1940 and 1941 excess profits 
tax refunds that would accompany 
the increased credit. 

The task, though difficult, involves 
one hundred cent dollars instead of 
the ten and twenty cent variety that 
accrue in the normal business process. 


Government Financed War Plants 

A recent report by the division of in- 
dustrial economics of the National In- 
dustrial Conference Board reveals that 
over $11,000,000,000 worth of contracts 
for government financed war plants had 
been completed by the end of February, 
1943. The same study publishes a figure 
of $15,000,000,000 of government con- 
tracts which have been let between June, 
1940 and the end of February, 1943. This 
government financing is most marked in 
war industries, the report states, in which 
post-war prospects of conversion of full 
use of new capacity is low. Thus, public 
funds financed 99.6 per cent. of all ex- 
pension for explosives and shell loadings 
and 90.8 per cent. for ammunition, shells 
and bombs. New shipbuilding and ait- 
craft production facilities are also pre- 
dominantly government-owned, with 96 
per cent. and 93 per cent., respectively. 
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Cancellation of war contracts is be- 
coming controllers’ problem No. 1, 
and the value of supply contracts 
cancelled by the Government since 
Pearl Harbor already equals the $7,- 
500,000,000 worth of cancellations 
which followed the First World War. 
When the war ends, the wave of can- 
cellations which results will shake the 
foundations of the free enterprise sys- 
tem—unless Business and Government 
agree upon termination arrangements 
which will leave Business in a posi- 
tion, financially, to convert quickly to 
peacetime production. 

This message was brought to the 
Third War Conference of Controllers, 
held April 11-12 at the Hotel War- 
wick, Philadelphia, by Mr. Dundas 
Peacock, controller of the Elliott Com- 
pany, Jeannette, Pennsylvania, who 
pointed out that the United States is 
committed to produce more than thirty 
times as much in this war as in the 
last. ‘No one can estimate what the 
uncompleted total will be when Vic- 
tory Day comes,” he declared. ‘“That 
it will be tremendous, no one can 
doubt. It is quite likely that the work 
in process on war contracts at the end 
of the conflict will exceed in amount 
the total national income for a reason- 
ably prosperous pre-war year. 


Two YEARS To SETTLE UNCON- 
TESTED CASES 


“Following the first World War, 
settlements made by the Government 
amounted to 13 cents on the dollar of 
amounts claimed. The average case 
which did not go to litigation took two 
years to settle, and average cases which 
went to litigation took three-and-one- 
half years to settle. Some of them are 
still unsettled. 

“When hostilities cease, and con- 
tracts for armaments and materials and 
machinery required for war work are 


Highlights of War Conference of 
Controllers at Philadelphia 


cancelled, the flow of money from 
process billings, advance payments and 
the like, will stop. Manufacturers en- 
gaged in war production at that time 
will have extremely large backlogs of 
war contracts, most of which will be 
at some stage of production. Inven- 
tories of work in process will be ex- 
tremely high in comparison with nor- 
mal inventories. 

“In addition to government-supplied 
funds, the manufacturers will have in- 
vested much of their own working cap- 
ital. Likewise, accounts receivable bal- 
ances due from other contractors, or 
from the Government, will be very 
great, and there will exist at that time 
extremely large liabilities for taxes, re- 
captured profits under renegotiation, 
loans and advance payments. If manu- 
facturers are to convert to peacetime 
production as rapidly as possible, the 
working capital invested in war pro- 
duction must be realized in equitable 
amounts with a minimum of delay.” 


SUGGESTED UNIFORM CANCELLATION 
CLAUSE 


This will not be the case, however, 
unless the rights of contractors and 
subcontractors are defined and pro- 
tected through adequate cancellation 
clauses, Mr. Peacock said, ‘‘recom- 
mending that the following elements 
be combined in a uniform clause for 
inclusion in all war contracts: 


1. Termination should be by written no- 
tice from the purchaser, to take ef- 
fect as promptly as is practicable after 
receipt of notice by the contractor. 

2. The purchaser should be obliged to 
pay the unit contract price for all 
completed units ready for shipment, 
in transit or already delivered to the 
purchaser. 

3. For items not completed, the pur- 
chaser should pay a cancellation 
charge equal to all costs incurred by 
the seller—including direct engineer- 
ing and development costs; patterns, 
drawings and tools manufactured for 
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use on the contracts; the cost of all 
materials purchased, for which the 
contractor would not normally have 
use; the cost of all direct labor ex- 
pended on the contract up to the time 
of notification of cancellation; the 
cost of cancellation charges from sup- 
pliers, and a pro-rata share of all the 
overhead. 

4, Provision should be made whereby 
the contractor can complete those 
items which are near completion, set- 
tlement for which would then be 
made in accordance with the unit 
price. 

5. It should be provided that, in case of 
dispute, the Government would pay 
to the contractor some mutually sat- 
isfactory sum of money which would 
be less than the cancellation charge, 
so that the vendor would have work- 
ing capital pending agreement as to 
the cancellation charge. 
Provision should be made for reim- 
bursing the contractor for rearranging 
the plant for peace production, unless 
the income tax laws are amended to 
permit the deduction of reserves cre- 
ated for this purpose out of war 
profits, and unless such reserves are 
excludable from income subject to 
renegotiation. 


6. 


= 


“It behooves all controllers,” Mr. 
Peacock concluded, “to review their 
present cost practices to determine 
whether or not they will be satisfac- 
tory for the computation of cancella- 
tion charges on contracts which are 
cancelled before production has ad- 
vanced very far. Since termination, in 
effect, converts a fixed-price contract to 
a cost-plus contract, you should re- 
view your cost practices to be sure that 
your records will comply with Govern- 
ment requirements for substantiation 
of costs of cost-plus contracts.” 


CONTRACT RENEGOTIATION 


The subject ‘Contract Renegotia- 
tion” was covered by three speakers— 
Mr. E. S. LaRose, controller of the 
Bausch & Lomb Optical Company, 
Rochester; Mr. F. D. Weeks, vice- 


(Please turn to page 220) 
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Tabulating Post-War Factors 


A balance sheet of post-war conditions 
is printed in Bulletin No. 2, on Post-War 
Readjustments, recently issued by the 
Chamber of Commerce of the United 
States, Washington, D. C. Listing eleven 
assets and eight liabilities, the bulletin 
analyzes short run favorable factors in 
the post-war situation. 

Among the assets on the “post-war bal- 
ance sheet” are: 1. Reduction of private 
debt, 2. Reduction of state and local debt, 
3, Accumulated private purchasing power, 
4. Requirements for foreign rehabilita- 
tion, 5. Unemployment compensation ben- 
efit rights, 6. Deferred demand, 7. Tech- 
nical shifts requiring new capital, 8. 
Prospect of avoiding extreme inflation, 
9. Growing public awareness of the “role” 
of business and industry in the economy, 
10. Trained labor supply and know-how, 
ii. Deferred public works. 

Among the liabilities there are these: 
1. Delay of reconversion to civilian pro- 
duction, 2. Taxes and national debt, 3. 
International trade uncertainties, 4. Prob- 
lem of sustaining investment in a high- 
income economy, 5. Absorption of total 
labor supply into production, 6. Malad- 
justments in price structure, 7. Govern- 
ment by blocs and pressure groups, 8. 
Lack of unity as to future political and 
economic structure (uncertainty). 


Insurance “Refresher” 


A conference on insurance management 
which will be devoted to “refresher” dis- 
cussions on the problems of insurance 
buying will be held at the Hotel New 
Yorker, in New York, on May 25 and 
26, under the auspices of the Insurance 
Division of the American Management 
Association. Such subjects as: The Build- 
ing of a Company Insurance Program, In- 
surance Coverage and Loss Adjustment, 
The Revised New York State Fire Policy, 
New Types of Insurance After the War, 
and other topics will be covered by means 
of panel discussion and presentations by 
various speakers. 


Ability-To-Pay 

With pay-as-you-go prominately in the 
headlines today, an article in the April 
issue of “The Tax Review” published by 
Tax Foundation, New York, is pertinent 
since it discusses ability-to-pay. Written 
by Harley L. Lutz, Professor of Public 
Finance at Princeton University, the arti- 





cle concisely presents a well-rounded dis- 
cussion. 

In his conclusion Professor Lutz de- 
clares that “the taxation of income as it 
is received, at a proportional or flat rate, 
can be accomplished by adaptation of the 
normal tax to this purpose.” 


Is It Approved? 


The April 9 bulletin of the American 
Gas Association, discussing the problems 
of government questionnaires, points out 
that “business firms are requested by 
Chairman Donald, of the Advisory Com- 
mittee on Government Questionnaires, to 
report attempts by war agencies or other 
government agencies to seek business sta- 
tistics unless approved by the Statistical 
Standards Division of the Bureau of the 
Budget.” The Controllers Institute of 
America is represented on the Advisory 
Committee on Government Questionnaires 
by Mr. H. P. Thornton and Mr. E. Ches- 
ter Peet, the latter serving as vice-chair- 
man. 


Don’t Depreciate Depreciation 


Under this subject Bert V. Tornborgh, 
C.P.A., discusses in the May issue of ‘The 
Office” the importance of understanding 
on the part of the business executive of 
the “fundamental meaning and nature of 
depreciation. Too often one hears,” he 
says, “the remark that it is a bookkeeping 
matter, a mere technicality. Well, let’s see. 

“Technically, depreciation expense is 
supposed to be the measure of value of 
‘used-up’ assets over a given period of 
time. We all know what type of assets 
are referred to: furniture and fixtures, 
autos and trucks, buildings and machin- 
ery and so forth. Much of the confusion 
is engendered by putting that sort of stuff 
under the classification ‘assets,’ to start 
with. In that category we have so many 
other tangible and intangible items which 
don’t depreciate, which are more or less 
permanent. Throwing them all together 
under the common heading is the begin- 
ning of the trouble. A truck in heavy use, 
for instance, is written off over about 
four years while land stays on the books 
forever, or until disposed of. But both 
are ‘assets.’ 

“The best mental approach to any items 
of relatively limited useful life is to think 
of them as prepaid expenses, rather than 
as assets. Then, instead of investing cap- 
ital when you buy them, you are advanc- 





ing expenses. Having advanced expenses, 
you'll want to get them back, to recover 
them. Out of what? Out of income, earn- 
ings. How? By charging them as an ex- 
pense.” 


Corporate Profit Trends 


First quarter statements of 1943 corpo- 
rate income are making a fairly good com- 
parison with 1942 reports, although the 
matter of higher taxes and mounting costs 
is definitely noticeable. Describing the 
trend “Business Week” recently stated that 
profits are tending to stabilize at new 
levels and that the down-trend which 
marked the country’s first year of war is 
gradually leveling off. 

“Most of the companies,” the magazine 
reports, “that have made reports for the 
first quarter either equaled their 1942 rec- 
ords or bettered them a trifle. Only a few 
showed a big drop in earnings. Still fewer 
managed to pull back up to the levels 
they hit in 1941 when earnings were on 
the rise.” 


Wartime Conference of 
Controllers’ Congress 


The Controllers’ Congress, which is 
affiliated with the National Retail Dry 
Goods Association, has announced a three 
day “Wartime Conference” to be held 
June 15, 16, and 17 at the LaSalle Hotel, 
Chicago. General subjects for study and 
discussion will include: Inventory Con- 
trol, Taxation, Price Control, Rationing, 
Insurance, Salary Stabilization, Operating 
Under Regulation W, Simplification of 
Reports, Post-War Problems, Manpower 
Problems and the 48-Hour Week. 


Cautions on L-219 


Charles Baker, executive secretary of 
the Infant’s and Children’s Coat Associa- 
tion, recently warned manufacturers, ac- 
cording to The New York Times, to 
watch for possible conditions affecting 
them as a result of inventory control 
order L-219. Producers may be confronted, 
he said, with situations in which retailers 
may ask manufacturers to withhold ship- 
ment on the ground that if they accept the 
goods they will have an excessive in- 
ventory. This would cause piling up of 
stock and it would be advisable, he said, 
to ascertain the customer’s position when 
large and early deliveries are requested. 
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“Markets After The War” 


Late in April the United States Depart- 
ment of Commerce made a study ‘“Mar- 
kets After the War” which has been de- 
cided as “brass-tacks post-war planning 
in quantitative terms.” The volume covers 
not only reconversion and post-war em- 
ployment problems but also free enter- 
prise goals, potential markets due to war- 
time savings by consumers and develops 
a forecast of the nation’s post-war pro- 
duction capacity, which it estimates will 
be from 40 per cent. to 50 per cent. above 
1940. In 1942, dollar value, this would 
mean a production of 165 billion dollars, 
which is a decided contrast to the 1940 
total of some 97 billion. Projecting past 
performances of various groups into the 
future, “Markets After the War” brings 
out many interesting predictions as to the 
future role of many fields. 

Too long for more than brief comment 
in this issue, it is recommended to all 
controllers and financial officers who must 
understand both the future trends in their 
own fields and related lines as well as the 
post-war possibilities for their companies. 


“Big” and “Little” Business Teamwork 


Declaring that the part played by “big” 
business in keeping the wheels of “‘little” 
business turning is not fully understood, 
Merle Thorpe, Editor of ‘“Nation’s Busi- 
ness,” points out in the May, 1943, issue 
that “the Army and Navy and other gov- 
ernment agencies deal direct with many 
thousands of small business establish- 
ments producing war goods, but in the 
nature of things speed and efficiency are 
often best served by placing a single con- 
tract with one large company possessing 
wide resources, which enables it to dis- 
tribute the work to thousands upon thou- 
sands of small companies. They, in turn, 
benefit just as though the original con- 
tract had been split into small parts and 
assigned to them direct by the Govern- 
ment. 

“There are hundreds of examples. An 
analysis of the war contracts of Interna- 
tional Harvester Company showed that it 
makes purchases of an aggregate value 
of $200,000,000, from 10,000 different 
small businesses, and markets its civilian 
production through another 10,000 small 
firms. Fowler McCormick, president of 
Harvester, says, ‘We know full well that 
Big Business can’t survive without Lit- 
tle Business. The same economic forces 


that would strangle the one would in 
time kill the other.’ 

“Willys-Overland estimates that five out 
of every six dollars of its war contracts 
are farmed out to other companies in 106 
cities throughout the land. Subcontracts 
and supply orders worth hundreds of mil- 
lions of dollars have been or will be dis- 
tributed to 2,484 firms in 22 states, repre- 
senting 74 per cent. of Willys-Overland 
total volume in war work. 

“The Remington Arms Company has 
had on its list 468 suppliers, 75 per cent. 
of which employ fewer than 100 work- 
ers. Many of these small businesses were 
developed by Remington to help keep a 
steady stream of parts flowing into the 
Remington plants. The Remington Com- 
pany furnishes technical advice which en- 
ables many of its sub-contractors to come 
through the maze of priorities into full 
war production. 


“Big Business not only is keeping thou- 
sands of existing small business concerns 
in operation, but has brought thousands 
of others into being,” Mr. Thorpe says in 
conclusion. 


Accountants Hear Nadler 

Dr. Marcus Nadler, professor of finance 
at New York University discussed ‘The 
Problem of Full Time Employment” that 
will confront the country at the end of the 
war, in an address March 22 at the Wal- 
dorf-Astoria Hotel before the New York 
State Society of Certified Public Account- 
ants. 


Financial Conference 
A two-day conference on war-time fi- 
nancial management was held March 24- 
25 at the Hotel Pennsylvania by the divi- 
sion of Finance and Accounts of the 
American Management Association. 
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PHILADELPHIA CONFERENCE 
“ONE OF THE FINEST” 


ARTHUR R. TUCKER 
Managing Director: 

“I take this opportunity to say it was one 
of the finest sessions I have ever attended 
on any accounting subject.” 

J. L. TOMLIN 
Blumenthal Brothers, 
Philadelphia 


“VERY WORTH WHILE” 


ARTHUR R. TUCKER 
Managing Director: 

The Institute is to be commended on this 
conference, both from the standpoint of 
the program of business, and the manage- 
ment of the details. I am sure that every 
man who attended feels that it was very 
much worth his while. 

HERBERT H. Rapp 
Powdrell & Alexander, Inc. 
Danielson, Connecticut 


TIMELY CONFERENCE 


ARTHUR R. TUCKER 
Managing Director: 

“I have just returned from Philadelphia 
where I attended the Controller’s Confer- 
ence. The Philadelphia Control can well 


be proud of the efficient manner in which 
the conference was handled and the very 
timely topics discussed at all the meetings.” 


O. R. MARCH 


The Wheland Company 
Chattanooga, Tennessee 


CONVINCING EVIDENCE FOR 
“CONTROLLER” 


To The Editor of THE CONTROLLER: 

I have just read, in the April number of 
THE CONTROLLER, Mr. Gano Dunn’s mem- 
orandum concerning the correct spelling of 
the word “controller,” and I wish to express 
my appreciation of your decision to publish 
this material in full. 

Mr. Dunn has certainly produced convinc- 
ing evidence in support of the simpler 
spelling. But he has done more than merely 
prove a point. He has turned up a list of 
etymological sources far in excess of what 
this reader, at least, ever dreamed of, and 
it is doubtful if any great number of your 
readers ever heard of more than half the 
authorities cited by Mr. Dunn. 

The information which Mr. Dunn has 
furnished us, it seems to me, is both in- 
structive and fascinating. It represents a 
considerable amount of painstaking effort 
and suggests that Mr. Dunn is one of those 
stimulating voyagers who enjoy an occa- 
sional excursion in search of the truth for 
truth’s sake. 


EDMUND L. WILSON. 














Contract Termination: The Problem 


and the Opportunity 


Termination of fixed-price war 
contracts is, in my opinion, one of 
the most critical problems with which 
industry will be faced as a result of 
the war. Some day the war will end, 
and when Victory Day comes, un- 
doubtedly there will be a wave of 
cancellations of war contracts in proc- 
ess which will shake the foundations 
of the free enterprise system. It is 
strange that, until now, relatively 
little interest has been shown in this 
subject. It is true that its importance 
varies with different industries, for 
companies which produce materials 
of the “shelf goods variety” will not 
be concerned nearly so much as com- 
panies engaged in the production of 
capital goods requiring many months 
to process. 

While the full effect of this prob- 
lem will not be felt until ““V” day, 
many companies are today negotiat- 
ing the settlement of contracts which 
have been canceled. At the present 
time, I am informed, the War De- 
partment is engaged in canceling sup- 
ply contracts amounting to more than 
the value of contracts canceled at the 
end of the last war. If the cancella- 
tion charges to be recovered on con- 
tracts which are canceled today are 
carelessly or haphazardly determined, 
practices might be evolved which will 
be embarrassing when “V” day comes 
and war production ceases. 


Wor_D WAR I REcorD 


In World War I, this Country ex- 
pended about $21,000,000,000 for 
war production, and at the close of 
that War, uncompleted contracts 
were canceled amounting to approxi- 
mately $7,500,000,000. So far, in 
World War II, this Country is com- 
mitted to a war production program 
of $240,000,000,000. No one can 
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estimate what the uncompleted total 
will be when Victory Day comes. 
However, it undoubtedly will be tre- 
mendous. 

Following the last World War, 
settlements were made by the Gov- 
ernment amounting to 13 cents on 
the dollar of amounts claimed. The 
average case which did not go to 
litigation took two years to settle, 
and average cases that went to litiga- 
tion took three and one-half years to 
settle, some of which are still unset- 
tled. It is quite likely that the work 
in process on war contracts at the 
end of this war will exceed in amount 
the total national income for a reason- 
ably prosperous pre-war year. 

During the Depression of the ’30’s, 
the working capital of many com- 
panies in the capital goods industry 
was impaired, and since only a lim- 
ited period of prosperity was experi- 
enced prior to the start of this war, 
an extremely large part of the work- 
ing capital required for financing 
war production has, of necessity, been 
furnished directly or indirectly by 
the Government through the medium 
of loans, advance payments, and 
progress billings. 


When hostilities cease and con- 
tracts for armaments and materials 
and machinery required for war work 
are canceled, the flow of money from 
progress billings, advance payments, 
etc., will stop. Manufacturers en- 
gaged in war production at that time 
will have extremely large backlogs of 
war contracts, most of which will be 
at some stage in process of produc- 
tion. Inventories of work in process 
will be extremely high in comparison 
with normal inventories, and in addi- 
tion to Government-supplied funds, 
the manufacturers will have invested 
all of their own working capital. 
Likewise, accounts receivable balances 
due from other contractors, or from 
the Government, will be very great 
and there will exist at that time ex- 
tremely large liabilities for taxes, re- 
captured profits under renegotiation, 
loans, and advance payments. 

To enable manufacturers to con- 
vert to peacetime production as rap- 
idly as possible, it is essential that 
working capital invested in war pro- 
duction be realized in equitable 
amounts with a minimum of delay. 

Most war contracts contain clauses 
which permit termination of the con- 








WAR CONTRACTS—TODAY AND V-DAY 
There has been evident a definite interest in post-war contract 
termination on the part of controllers. And understandably so. 
But controllers have likewise been concerned about present trends 
in contract termination and their effect on future policies. | 
Mr. Peacock in this article, which is based on his address be- 
fore the Third War Conference of Controllers in Philadelphia on 
April 12, 1943, raises important points as well as providing a 
concise historical survey of the problem as it developed after 
| World War |. As Controller of Elliott Company, Jeanette, Penn- 
sylvania, Mr. Peacock views this subject from the vantage-point 
of the controller’s interest in the problem. His observations will 
prove of real interest to all readers. 


—THE EDITOR 
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tracts by the Government ‘at its con- 
venience in the event of failure of 
the contractor to fulfill his obliga- 
tions, or in case the need should no 
longer exist for the commodities cov- 
ered by the contracts. The equitable 
settlement for uncompleted war con- 
tracts, and the prompt realization by 
the contractor of the working capital 
invested therein, will depend upon 
the interpretation of those cancella- 
tion clauses. Unless the rights and 
privileges of a contractor upon ter- 
mination of a contract are clearly de- 
fined, interminable arguments and 
litigation probably will be experi- 
enced, thereby delaying the conver- 
sion to post-war production to the 
detriment of the economy of the 
country. It is essential that the rights 
and privileges of contractors and sub- 
contractors upon termination of Gov- 
ernment contracts be defined as soon 
as possible, or, to wait until Victory 
Day comes to solve this problem will 
be too late. 

All settlements under cancellation 
clauses will not be direct with the 
Government, for many will be with 
prime contractors or superior subcon- 
tractors. However, since all cancella- 
tion settlements under war contracts 
eventually will have to be reimbursed 
by some department or agency of the 
Government, the effect is the same as 
if all manufacturers were settling di- 
rectly with the Government. In fact, 
I understand that a procedure is con- 
templated whereby the Government 
will audit all cancellation charges of 
a contractor, whether for prime or 
sub-contracts, so that approved in- 
voices computed on a consistent and 
approved basis may be rendered, 
thereby avoiding the delays incident 
to piecemeal verifications. 

There have been a great variety of 
cancellation clauses inserted in war 
contracts ranging all the way from 
one-paragraph clauses which are vir- 
tually no protection to the contractor, 
to extremely lengthy clauses. At the 
present time, the War Production 
Board is preparing a very lengthy 
cancellation clause which, it is pro- 
posed, will be standard to all Govern- 
ment contracts. Probably many of 
you are familiar with the cancellation 
Clauses heretofore inserted in war 
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contracts. In most instances, the 
clauses are very sketchy and vague 
with respect to determination of cost. 


VARIOUS PROVISIONS 


For instance, the clause used by 
the Bureau of Ships states that the 
contractor will be entitled to pay- 
ment for “the cost of all work done.” 

The clause of the Bureau of Sup- 
plies and Accounts stipulates that “In 
the event of inability between the 
Government and the contractor to 
agree as to the percentage of comple- 
tion (a sum shall be paid equal to) 
the cost of work performed under 
this contract . . . . to be determined 
in accordance with the Explanation 
of Principles for Determination of 
Costs under Government Contracts.” 

In the clause issued by the War De- 
partment it is stated that “If the Con- 
tracting Officer and the Contractor 

. cannot agree upon the sum 
(reasonably necessary to compensate 
the Contractor for his costs) .... 
the Government shall... . reim- 
burse the Contractor for all actual ex- 
penditures and costs certified by the 
Contracting Officer as having been 
made or incurred with respect to the 
uncompleted portion of the contract. 


The clause issued by the Defense 
Plant Corporation is the most com- 
prehensive of those issued so far. It 
stipulates that the Defense Plant 
Corporation will pay for “all items not 
within 30 calendar days of comple- 
tion . . . . on the basis of the actual 
cost of labor, materials, and supplies 
applied to the production of such 
items and proper overhead expenses 
determined in accordance with good 
accounting practice as determined by 
the Auditing Division of Defense 
Plant Corporation. ... . a 

The U. S. Maritime Commission 
has issued several clauses, one of 
which states that it will ‘pay to the 
Seller the actual cost of all work per- 
formed and materials furnished Con- 
tractor to the date of such termina- 
tion, and in addition thereto such 
cancellation fee, if any, as the Com- 
mission may approve.” In another 
clause it provided that the vendor 
will be paid the “cost of all work ac- 
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complished .... plus an amount 
equal to 10% of the cost of the work 
dOges .< s. ” In the clause most re- 
cently issued, it is stipulated that the 
basis of cancellation charge shall be 
“the value of all work done and ma- 
terials delivered to the Vendor's 
plant for the performance of the 
WOPE 3. 55 se 

Only in the clause issued by De- 
fense Plant Corporation is the inclu- 
sion of overhead in the computation 
of the cancellation charge referred to 
specifically, and then only as ‘‘proper 
overhead expenses determined in ac- 
cordance with good accounting prac- 

The stipulation of the Bureau of 
Supplies and Accounts that the cost 
of the work performed is to be deter- 
mined in accordance with the Ex- 
planation of Principles for Deter- 
mination of Costs under Government 
Contracts, infers that overheads shall 
be included in determination of costs. 

Unfortunately, I cannot tell you 
what is presently contained in the 
uniform cancellation article that the 
War Production Board is presently 
devising. I can say, however, that a 
tentative draft of that article which I 
saw some time ago was much more 
comprehensive than those, to which 
I have referred, that presently are 
contained in Government contracts. 


NEEDED ELEMENTS 


It is my opinion that a fair and 
equitable cancellation clause should 
contain the following elements: 


(1) Termination should be by written no- 
tice from the purchaser to take effect 
as promptly as is practicable after re- 
ceipt of the notice by the contractor. 

(2) The purchaser should be obligated to 
pay the unit contract price for all com- 
pleted units ready for shipment, in 
transit, or already delivered to the pur- 
chaser, even though the completed units 
represent only a portion of the total 
contract. 

(3) For items not completed, the purchaser 
should pay a cancellation charge. equal 
to all of the costs incurred by the seller, 
which generally would comprise the 
following: 

(a) Direct Engineering and Develop- 
ment Costs incident to the con- 
tract, including the cost of patterns, 
drawings, and tools manufactured 
for use on the contract. 
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(4) 


(5) 


(6) 


(7) 


(8) 


(9) 





(b) The cost of all materials expended 
in production of the contract, and 
the cost of materials purchased for 
manufacture of the items covered 
by the contract for which the con- 
tractor would not normally have 
any subsequent use. 

(c) The cost of all direct labor ex- 
pended on the contract up to the 
time that notification of cancella- 
tion was received. 

(a) The cost of cancellation charges 
from suppliers from whom the 
contractor had ordered materials 
which had not been delivered, the 
orders for which have, in turn, 
been canceled. 

(e) A pro vata share of all of the over- 
head of the manufacturer. 

Provision should be made whereby the 
contractor can complete, within a rea- 
sonable length of time, those items 
which are near completion, settlement 
for which would then be made in ac- 
cordance with the unit contract price. 
There should be provision so that, in 
the event of dispute, the Government 
would pay to the contractor some mu- 
tually satisfactory sum of money which 
would be less than the cancellation 
charge, pending agreement as to the 
cancellation charge, so that the vendor 
would have working capital and could 
continue his production. 
Where, in order to produce products 
dissimilar to the contractor's usual pro- 
duction, it was necessary to change the 
plant arrangement, provision should be 
made for reimbursing the contractor 
for rearranging the plant for peace 
production, unless the income tax laws 
are amended to permit the deduction 
of reserves created for this purpose out 
of war profits and such reserves are ex- 
cludable from income subject to re- 
negotiation. 
With the prior approval of the pur- 
chaser, the contractor should be reim- 
bursed for expenditures made and costs 
incurred after the effective date of the 
cancellation notice, in mitigating loss 
resulting therefrom and for the protec- 
tion, removal, or storage of the ma- 
terials in process. 
In addition to the costs enumerated, the 
purchaser should be responsible for 
the payment of a sum equal to a stipu- 
lated percentage of such costs and ex- 
penses in lieu of the profit that would 
have been, earned had the contract been 
completed. 

For the protection of the purchaser, it 

should be stipulated that the uncom- 

pleted items and un-used materials for 
which he is being charged are to be 
disposed of in accordance with his in- 
structions. However, it should also be 
stipulated that such disposition be 
made within a reasonable length of 
time; otherwise, the contractor is liable 
to find himself storing the materials 
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indefinitely and possibly would be 
hampered in his peacetime production 
thereby. 


Generally speaking, there should 
be no doubt as to the propriety of 
including in the computation of the 
cancellation charge such items as ma- 
terials, labor, direct engineering costs, 
etc., which are directly related to the 
contract and are generally recorded 
on the books of the company as rep- 
resenting the inventory value of the 
work in process. However, since it 
has been the practice in the past for 
Government agencies to contend 
that, unless indirect engineering and 
administrative expenses (which or- 
dinarily are not recorded as com- 
ponents of the cost of contracts) can 
be specifically related to those con- 
tracts, it is not permissible to include 
any amounts therefor in the com- 
putation of the cancellation charge. 
Since the indirect engineering ex- 
penses and administrative expenses 
of most companies in the capital 
goods industry constitute a large por- 
tion of their total cost, it is important 
that the inclusion of such items on 
some equitable basis in the computa- 
tion of the cancellation charge be 
permitted. 


ALLOWABLE ITEMS 


What constitutes an equitable basis 
for inclusion of overheads in the can- 
cellation charge? Treasury Decision 
5000 and the “Green Book” explain 
what items the Government consid- 
ers may be included in expenses in 
computing the cost of Government 
contracts. Recognized methods of ap- 
portioning indirect overheads to the 
contracts are also outlined. Those 
rules, however, were written for de- 
termination of cost of completed con- 
tracts when the sequence of incur- 
rence of costs and of expenses is of 
no consequence. In calculating the 
costs of a completed contract, it is not 
significant whether the indirect engi- 
neering expenses were incurred be- 
fore manufacturing expenses or vice 
versa so long as proper application is 
made for all overheads. That is not 
true when calculating costs of ter- 
minated uncompleted contracts, for 
the allocation methods used in deter- 








mining costs of completed contracts 
might result in a completely errone. 
ous picture when applied to the ac. 
cumulated direct costs of an uncom. 
pleted contract. Therefore, in order 
to determine the true cost applicable 
to a terminated uncompleted con- 
tract, practices evolved for deter. 
mination of cost of completed con- 
tracts should not necessarily be 
considered as the “accepted account- 
ing principles” for uncompleted con- 
tracts. Instead, equitable practices 
must be evolved which will result in 
the determination of the true cost of 
the uncompleted contract, for, after 
all, that is what constitutes “accepted 
accounting principles.” Let me illus. 
trate: 

In the machinery manufacturing 
industry, total cost of a contract in- 
cludes the following: 


Direct Costs 
Product engineering (design and draw- 
ings) 
Patterns, tools, jigs and fixtures 
Material 
Labor 


Indirect Costs 
Product engineering and manufacturing 
overheads 
Indirect engineering 
Administrative expenses 


There should be no problem with 
respect to determination of product 
engineering and manufacturing over- 
heads applicable to a terminated 
contract, since those expenses are 
normally incurred coincident with 
production itself and, generally speak- 
ing, if there has been no production, 
then it should not be proper to con- 
tend that any substantial portion of 
those expenses should be recovered 
in the cancellation charge. There 
could, of course, be serious excep- 
tions to that statement. 


INDIRECT OVERHEAD 


What about indirect engineering 
and administrative expenses? In com- 
puting costs of a completed contract, 
those expenses are generally applied 
as percentages of factory cost of pro- 
duction, or on some other similar 
basis. Obviously, then, if there has 
been little or no actual factory pro- 

(Please turn to page 219) 
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THE WHITE COLLAR WORKER 


RIBUTES to the war worker...the armed 

forces and individual heroes... but who rec- 
ognizes the white collar worker for his full value? 
He’s an unsung hero of this war...and where 
would we be without him? Grinding long hours 
overtime because no one else knows how to do 
his job... working and worrying his heart out 
to help build better weapons... keeping mate- 
rials coming in so production records can be 
broken... trying to keep up his work and at the 
same time fill out endless reports! He has a son 
in the service, gives blood to the Red Cross, is 
an Air Raid Warden and a scrap collector... He 
gives time to community activities, buys War 
Bonds, pays a heavy income tax and is supposed 


to take care of increased expenses with a smile! 
... Nerves may be cracking, health breaking, 
hair greying, but he’s doing his job with every 
ounce of energy left in his system... For he’s 
interested in America above all and the freedom 
of life which is meant by the “American Way”... 
We salute the white collar worker for his devo- 
tion to his job—to his country—and for the im- 
portant part he is taking in earning the Victory! 

To make the white collar worker’s job a bit eas- 
ier, Domore has developed a Seating Service that 
stands in a class by itself. An interesting folder 
giving a complete description of this service 
will gladly be sent without obligation. DOMORE 
CHAIR COMPANY, INC., Dept. 517, ELKHART, IND. 


DO/MORE FOR VICTORY, BUY MORE. WAR BONDS 
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Practical Problems in Transition 






to 48-Hour Work Week 


Most of you know that the Presi- 
dent issued the forty-eight-hour work 
week order on February 9th. On 
February 22nd there were some thir- 
ty-odd places designated as man- 
shortage areas. The fundamental 
purpose of the forty-eight-hour week 
is to aid in meeting manpower re- 
quirements of our armed forces and 
expanding production program. I 
am going to skim over just a few of 
the highlight paragraphs in the war- 
time work week order. 

“Executive Order No. 9301 shall 
be so construed and applied as best 
to effectuate its fundamental purpose, 
which is to aid in meeting the man- 
power requirements of our armed 
forces and our expanding war pro- 
duction program but a fuller utiliza- 
tion of our available manpower. Ef- 
fectuation of this purpose requires 
that in a situation of labor shortage, 
employers do not hire new workers 
when their manpower needs can ef- 
fectively be met by fuller utilization 
of their current labor force, and that 
workers can be released by an ex- 
tension of the hours and under cir- 
cumstances which will permit and 
facilitate their effective utilization 
elsewhere in the war effort.” 


MINIMUM DEFINED 


The minimum war-time week as 
used in these regulations means a 
work week of forty-eight hours ex- 
cept in cases where a work week of 
forty-eight hours would be imprac- 
tical in view of the nature of the op- 
erations or would not contribute to 
the reduction of labor requirements 
or would conflict with any federal, 
state or local law or regulations lim- 
iting hours of work. 

In such cases, minimum war-time 
work week means the greatest num- 
ber of hours (less than forty-eight) 
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feasible in the light of the nature of 
operations, the reduction of labor re- 
quirements, or the applicable federal, 
state, or local regulation or law, as 
the case may be. 

What does the adoption of the 
forty-eight-hour week mean to the 
company and what action must be 
taken? The Fair Labor Standards 
Act is not superseded by the forty- 
eight-hour work week. Accordingly, 
all employees subject to the Wages 
and Hours Act must be paid time and 
a half for that time worked over 
forty hours. Therefore, if an em- 
ployee’s regular pay is $40.00 a week, 
he will receive time and a half for 
the extra eight hours when the forty- 
eight-hour week is brought into 
vogue, so that he will get $52.00 per 
week for forty-eight hours of work, 
or an increase of $12.00 per week, or 
thirty per cent. increase in pay roll. 

Some people put it as “fifty-two 
hours of pay for forty-eight hours of 
work.” That is a terrific increase. I 
have checked with a number of peo- 
ple who have handled pay roll in- 
creases for many years and they tell 
me that they have never known of a 
thirty per cent. general pay roll in- 
crease, going into effect at one time. 
Pay roll increases are usually of the 
order of five per cent. or seven and 
a half per cent., and in a few cases 


have been as high as fifteen per cent, 
at one time, but no one that I have 
been able to contact ever had any- 
thing to do with a general pay roll 
increase of thirty per cent. effective 
at one time. 

Since selling prices, in general, are 
frozen, we immediately have a very 
practical problem when “‘transition- 
ing” to the forty-eight-hour week, 
and that problem is: ‘Where is the 
money going to come from to pay for 
this extra pay roll labor and still stay 
in business, unless prices are in- 
creased ?”” 

I hope the President and the Man- 
power Commission had some good 
controller figure out what this thirty 
per cent. increase for that part of the 
employees coming under the Wages 
and Hours Act meant to cost and to 
financial strain in general. Heads of 
many companies are much concerned 
about this subject. 

Of course, the other employees of 
a company on a recognized salary or 
wage plan, in most cases, will also get 
a twenty per cent. increase since they 
will get straight time. That is not 
absolutely obligatory, but I have 
talked to several companies on that 
point and I find that quite a few com- 
panies cannot hold that increase to 
twenty per cent. because if they do, 
they are going to be confronted with 





lers Institute of America. 





“52 FOR 48” 


Controllers are rightly concerned about questions of man- 
power, overtime pay, and other problems developing from recent 
manpower orders. In this article Mr. Elliott considers various ele- 
ments of the forty-eight hour week which has been called ‘’fifty- 
two hours of pay for forty-eight hours of work’’. Mr. Elliott who 
presented this material before the Third War Conference of Con- 
_ trollers at Philadelphia on April 12, 1943, is Controller of The 
| Atlantic Refining Company, and Past President of The Control- 


—THE EDITOR 
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the situation where supervisors are 
not getting as much as their immedi- 
ate assistants, and a few companies 
that I have talked to on that point 
tell me they do not think that they 
can increase those exempt from the 
Wages and Hours Act only by 
twenty per cent. 

I presume that such an increase 
would have to be approved by the 
proper Governmental authorities, but 
we can immediately see that we are 
going to have lots and lots of per- 
sonnel problems and dissatisfied em- 
ployees if those under the Wages and 
Hours Act get a thirty per cent. in- 
crease which increases their pay so 
that some of them are getting more 
than their immediate supervisors. 


Unit Costs 


Assuming that there is no decrease 
in output per hour—which, of course, 
I know isn’t the case—there will be a 
decrease in the output per hour when 
you go from a forty-hour week to a 
forty-eight-hour week. I have figured 
the unit cost of a concern whose cost 
is composed of forty per cent. mate- 
rial—meaning direct material—forty 
per cent. labor, and twenty per cent. 
other expenses. It was assumed that 
five per cent. of the pay roll, mean- 
ing the top executive group, will re- 
ceive no increase. It is further as- 
sumed that fifteen per cent. of the 
employees will receive the twenty per 
cent. increase and that the eighty per 
cent. coming under the Wages and 
Hours Act will get the thirty per cent. 
increase. 

Under those conditions the average 
pay roll increase is twenty-seven and 
a half per cent. I have assumed that 
a company had a five per cent. profit 
in its sales dollar before the forty- 
eight-hour week, and under these 
conditions, the unit cost will increase 
less than three per cent., which 
doesn’t sound so bad. But when you 
see what that does in terms of profit, 
you may be surprised to know that 
that consumes more than half of that 
five per cent. profit out of each dol- 
lar of sale. 

The profit is reduced from five per 
cent. out of each dollar of sale to 
2.47, and there are many companies 
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in recent years that have not had, 
after taxes, anywhere near a five-cent 
profit out of each dollar of sale, and 
a twenty-seven and a half per cent. in- 
crease in their pay roll may well con- 
vert them from a small profit into a 
very large deficit or red figure. 


PRODUCTION FIRST 


The volume of production is of 
first importance in war-time. Mone- 
tary costs are secondary. They were 
in World War I, and are rapidly be- 
coming so in World War II. I was 
asked by a publicity man yesterday 
whether I felt the forty-eight-hour 
week was necessary. I told him I did 
not pretend to have enough informa- 
tion or wide enough vision from a 
national viewpoint to know whether 
or not it was necessary. I have given 
considerable thought and talked to 
quite a few people in the last week 
or so, to see how many people might 
possibly be affected, if the forty-eight- 
hour week is placed in effect in most 
of the nation’s industrial centers. 

As far as I have been able to find 
out, there are. no figures available, but 
it is pretty well agreed that it would 
be tens of millions of people. There 
are, of course, thousands and thou- 
sands, and even a few million people 
who are on the forty-eight-hour week 
already, but it is my impression that 
if this forty-eight-hour week goes 
into effect in most of the big produc- 
tion centers in the United States, 
there will be far more people who 
will go on the forty-eight-hour work 
week than are on it up to the present 
time. 

Most concerns simply cannot stand 
a twenty-eight to thirty per cent. in- 
crease in pay roll unless selling prices 
are adjusted. I understand that some 
of the war contracts do have escalator 
clauses in them that more or less au- 
tomatically take care of such in- 
creases. We in the oil industry are 
not that fortunate. While we have 
escalator clauses in our contracts, it 
is more or less based upon the Bureau 
of Labor cost of living index, and for 
some reason or another, that doesn’t 
seem to exactly reflect the rise in 
labor costs because there are a lot of 
other elements in it. 
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Fortunately, the operation of the 
forty-eight-hour week is very flexible 
or has been rather flexible so far. It 
is my understanding and opinion that 
it is not necessary for all departments 
of a company to go on a forty-eight- 
hour week. Some departments can 
go on a forty-eight-hour week and 
other departments need not. There 
is some conflict of opinion over the 
country in the various areas which 
have gone on the forty-eight-hour 
week on that particular point. I 
asked that question of Mr. Mollison 
the other day and he did not want to 
give an answer to it. He said that was 
one of the questions that Washing- 
ton had not settled as yet. 

But I do know from a practical 
standpoint that in some of these 
areas where we are doing business 
that the local Manpower Commission 
has agreed that some departments 
may continue to operate on a forty- 
hour week; some departments can 
operate on a forty-four-hour week 
and others have adopted the forty- 
eight-hour week. It depends upon an 
analysis of what would happen due 
to placing the various departments 
on the forty-eight-hour week. If you 
lay some people off and make more 
men available, of course they want 
that to happen, providing they can 
place these employees. But they don’t 
want it to happen if they cannot place 
those employees. 

There must be a very good reason 
for going on a forty-eight-hour week. 
It must be one of three premises: 

(1)—that it will contribute to the 
war effort by making possible the 
production of more necessary mate- 
rials or necessary services with the 
same working force; 

(2)—that it will release workers 
who can be transferred promptly to 
other jobs; (it must not result in re- 
lease of workers who cannot be as- 
sured other jobs) ; 

(3)—that it will neither curtail or 
prevent additional hiring. 


The only penalty, as far as I have 
been able to find out, in connection 
with not going on the forty-eight- 
hour week, is that you cannot hire 
any new employees, although I un- 
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derstand that your company is prob- 
ably not going to get any more Gov- 
ernment contracts, either, if they 
want you to go on a forty-eight-hour 
week and you don’t, even though you 
don’t have to hire more employees. 

From a practical standpoint, pay 
roll costs must be kept in balance. 
This may mean radical changes in dis- 
tribution of work. Possibilities in 
job dilution, as the Manpower Com- 
mission in Detroit has called it, must 
be given careful consideration. Job 
dilution consists in analyzing a job 
into its component parts and trans- 
ferring the less important parts to a 
lower-paid employee and giving the 
higher-paid employee enough of the 
important duties to occupy his time. 
It is simply making fuller use of the 
man’s highest skill. 

In most manufacturing concerns I 
don’t think we have gone very far in 
that respect. It is my understanding 
that the banks have done a great deal 
more of that—not just recently but 
over a long period of years—where a 
comparatively few higher-paid em- 
ployees have supervised the work of 
a large number of lower-paid em- 
ployees. Whether or not that is a 
good thing economically or philo- 
sophically I am not so sure. But nev- 
ertheless, in these war times it is 
probably something that should be 
given close scrutiny. 


QUESTIONNAIRES AND MANPOWER 


As you know, one of my pet hates 
is the question of Government ques- 
tionnaires. I think if we could get 
some further retrenchment of Gov- 
ernment questionnaires, we would go 
some little distance in helping solve 
the labor situation. In our company 
we had 1170 Government question- 
naires last year, and that doesn’t 
mean when we receive a question- 
naire on January 1st and we make 
daily or weekly reports, that we 
count that over and over again. We 
have a questionnaire department and 
when any new questionnaire is re- 
ceived, it is logged up on a register 
and given a title and number. So 
that means 1170 individual question- 
naires were received. 

We calculate that the equivalent of 
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more than 100 full-time employees is 
busy in answering Government ques- 
tionnaires, many of which we know 
are useless because we have some 
friends in the Government service, 
too, and we trace them out to see 
what happened to a particular Ques- 
tionnaire, where we put in 100 man- 
hours or more on it. We sometimes 
find it is down in the corner of some 
room in Washington, or some place 
else, and nobody ever looked at it 
after it got there. 

Some companies are using vaca- 
tions as a shock absorber when chang- 
ing from a forty to a forty-eight-hour 
week. We are doing that in some of 
the areas where we have had to go on 
a forty-eight-hour week. Some of the 
large construction programs in the 
war effort are about to come to an 
end and frequently engineering de- 
partments or construction employees 
have not had vacations for one or 
two years. With the completion of 
the construction work, plus going 
over to the forty-eight-hour week, we 
think that we will be able to clear up 
a lot of accumulated vacations. 


How Many Days? 


In reverting to the forty-eight-hour 
week, the question arises as to how 
many days a week we shall work. It 
is my impression that the pattern is 
gradually becoming established to 
work six eight-hour days, although 
there is nothing compulsory about 
that. Some companies are working 
nine-hour days part of the week and 
a lesser number of hours other days 
of the week. 

It may be necessary to lay off some 
employees when going on a forty- 
eight-hour week. This is not to be 
done without consulting the United 
States Employment offices to ascer- 
tain if they can be placed. It is best 
to consult your local United States 
Employment office and the local War 
Manpower Commission before mak- 
ing any drastic change to a forty- 
eight hour week, even in a critical 
area. You may be able to go on a 
forty-four-hour week temporarily, or 
at least in some departments, and of 
course a survey of all of your em- 
ployees should be made concerning 





how many of them you are apt to lose 
through the draft or for other reasons 
in the near future. 

At our refinery in Port Arthur, 
Texas, we have some new apparatus 
under construction, but it will stil] 
be a few months or a few weeks be- 
fore it goes into operation. It was 
necessary for us to go to the forty- 
eight-hour week in that area because 
about once in every six or eight weeks 
we had to hire a large number of 
people to clean out some stills. But 
for the moment they are going over 
on the forty-eight-hour week, which 
probably gives us an excess of help, 
except for the time when the stills 
are shut down. However, when the 
new stills get into operation, we will 
not have any excess help and we may 
have to hire some. 

Remember, you can adjust any 
portion of your business to the forty- 
eight-hour week (or at least that is 
my understanding) by agreement 
with the War Manpower Commis- 
sion. One of the departments in our 
company, where we have not made 
any change in the forty-hour week, 
has to do with salesmen. Of course, 
salesmen is the wrong word for what 
used to be a sales force. Our sales 
force in most of these areas is less 
than half what it was at the begin- 
ning of the war. They are mostly 
older men who are still left, older 
or physically incapacitated, and their 
chief job today is to instruct the cus- 
tomers regarding new Government 
regulations and orders pertaining to 
the oil business. 


QUESTIONS AND ANSWERS 


Mr. Mo ison, of the Phila. office, 
W. M. C.—As to the lumbering and 
non-ferrous mining industries, the 
forty-eight-hour law does apply na- 
tion-wide to these industries. There 
was a release on this issued by Mr. 
McNutt on February 28th. 

Mr. E.uiott: Do you wish to make 
any comment as to whether or not a 
company can go on a forty-eight- 
hour week in some departments and 
not in all? 

Mr. MoLuison: Again I would say 
on that particular point that it is a 
question that must be taken up with 
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the local area director of the War 
Manpower Commission. Any partic- 
ular problem dealing with the put- 
ting into effect of a forty-eight-hour 
week in a critical labor area must be 
taken up with the War Manpower 
Commission with a view toward find- 
ing out what would be the best solu- 
tion in each given plant in the area, 
because the problem is not a uni- 
versal problem, it is a problem which 
is gauged by the industrial needs of 
every industry in the particular area. 


“Audits” of Post-War Plans 


There are so many developments in the 
field of post-war planning that the time 
has come to develop a technique for ap- 
praising, or “auditing” them, to use the 
term employed by a recent speaker before 
the Chicago Bank Auditors Conference of 
the National Association of Bank Audi- 
tors and Controllers. The speaker was 
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Mr. John H. Morse, economic consultant 
of The Buchen Company, Chicago, and 
his paper is reported in the April issue of 
“The National Auditgram.” 

“By making a general examination of 
each plan as it appears,” Mr. Morse sug- 
gested, “we can help ourselves to pass 
judgment on whatever plan crystalizes out 
of the present chaos. In making such an 
audit, there are certain principles that 
seem worth following. 

“We should be more than a little sus- 
picious of plans that propose a high de- 
gree of security. Security is the enemy 
of opportunity. The more security, the 
less opportunity and the greater stagna- 
tion of effort. We ought to try to settle 
for security of opportunity: no man 
should desire more or settle for less. 

“We should beware of the value of 
plans that include the growth of govern- 
mental bureaucratic control and adminis- 
tration. We have more than enough of 
that now. 

“We should be extremely distrustful 
of any plan which runs contrary to the 
habitual reactions of human beings, and 
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particularly to the habitual reactions of 
the people of this nation. 

“We should look favorably on plans 
which call for cooperation between our 
political and economic organization, and 
for keeping the government in its proper 
place of umpire between conflicting in- 
terests, and of making fair rules for all 
of us to follow instead of attempting to 
take over the administration of every- 
thing. 

“We should look favorably on plans 
which call for fair and workable com- 
promise between the interests of agricul- 
ture, labor, industry and the professions 
—compromise based on the great com- 
mon denominator of our national life. 
That common denominator is our need 
that every such group be as good cus- 
tomers of the other groups as is possible. 

“We should look with favor on plans 
that aim at maximum opportunity of em- 
ployment, with maximum opportunity for 
individual progress and achievement— 
plans that seek practical means of dis- 
tributing the production which we can 
so easily turn out.” 





CONTRACT TERMINATION 
(Continued from page 214) 











duction on a contract at the time it is 
terminated, then the use of what 
might be called ‘generally accepted 
methods” of applying such indirect 
overheads to the accumulated direct 
costs to determine the cancellation 
charge would result in virtually no 
recovery for such indirect expenses. 
The significance of that statement 
will be appreciated when you con- 
sider the normal sequence of in- 
currence of expenditures in the ma- 
chinery manufacturing industry as 
follows: 


1. Field engineering, i.e., determination of 
needs of customer, capacity and charac- 
teristics of equipment. 

2. Application engineering, i.e., determi- 
nation of size, type, and design of 
equipment necessary to comply with 
needs of customer. 

3. Designing of equipment or modification 
of existing designs. 

4. Preparation of drawings and bills of 

material. 

. Ordering and procurement of materials. 

. Manufacture of patterns, jigs and fix- 

tures. 

. Scheduling of shop production. 

. Expediting of materials. 

. Shop production. 

. Shipment. 


(Please turn to page 222) 
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PHILADELPHIA CONFERENCE 
(Continued from page 209) 











president and treasurer of the Lamson 
Corporation, Syracuse, and Mr. H. T. 
McAnly, C.P.A., resident partner of 
Ernst & Ernst, Chicago. 

Mr. Weeks, who spoke on “‘Segre- 
gation of Sales for Renegotiation,” 
counseled the controllers to segregate 
their sales according to three major 
classifications : 


1. Segregations which will determine the 
extent to which sales are subject to 
renegotiation. 

2. Segregations which will furnish details 
ultimately required by the Renegoti- 
ation Board. 

3. Segregations which will supply the 
controller with details which will be 
helpful in the renegotiation proceed- 
ings. 


“Generally, an analysis of your prin- 
cipal sales will not only locate the 
major subcontracts but will also enablé 
you to link them with the prime con- 
tracts involved,” Mr. Weeks declared. 
“If you have a multitude of small 
sales, spotting all subcontracts and link- 
ing them with specific prime con- 
tracts might be impossible. It is essen- 
tial, however, that you be able to con- 
vince the Renegotiation Board that you 
have made a real effort to segregate 
all sales of renegotiable nature. That 
effort will include the use of all avail- 
able data, such as preference rating 
certificates, end-use information ap- 
pearing on purchase orders or agree- 
ments, and your own knowledge of the 
character of the purchaser’s business 
and the probable ultimate use of your 
product. 


CLASSIFICATION OF SALES 


“All renegotiable sales should be 
separated as between prime contracts 
and subcontracts. They should be fur- 
ther separated as between the various 
Government departments or agencies 
—the Army, the Navy, the Treasury 
Department and the like, as well as 
their several branches. Cost-plus-fixed- 
fee contracts should be segregated 
from fixed price contracts. Defense 
Plant Corporation contracts and sub- 
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contracts should be segregated. Finally, 
consider what separations you may find 
helpful in presenting your financial 
data and in arguing your case before 
the Renegotiation Board.” 


SHOULD RECOGNIZE NEED FOR 
RESERVES 


Mr. McAnly emphasized the reluc- 
tance of renegotiation boards to recog- 
nize the necessity for reasonable re- 
serves or to give adequate considera- 
tion to such post-war probabilities as 
continuing and unrecoupable fixed ex- 
pense. ‘‘Market depletion, accom- 
panied by market price demoraliza- 
tion, is only one of the post-war 
conditions which will be faced by a va- 
riety of manufacturers,” he said. ‘The 
termination of the war will find most 
companies confronted by a tremendous 
rehabilitation program caused by the 
postponement of normal maintenance. 
This postponed maintenance is as fully 
a cost of the high-production period 
as the materials and labor directly in- 
volved. 

“The cost of plant rearrangement 
in converting to the war effort is ac- 
cepted as an admissible cost in deter- 
mining profits on government products. 
However, no direct provision exists for 
the cost of reconversion to normal pro- 
duction. Such costs, as well as the 
actual expenditure for the maintenance 
which is accruing during the periods 
of high productivity, can be carried 
back for tax purposes through the 
carty-back provisions of the Revenue 
Law to correct the overstatement of in- 
come in prior periods. The same fac- 
tors must be considered in determining 
true contract profits. 

“The reluctance of Renegotiation 
Boards to recognize provision for such 
items as a proper charge against war 
contract profits is probably influenced 
by the fact that such reserves are not 
allowed as tax deductions in the cur- 
rent year. But the truth is that the 
losses and costs when eventually in- 
curred will become tax deductions in 
the year in which they occur or through 
carry-back provisions. If they are dis- 
allowed in renegotiation, the contractor 
gets no such future relief against the 
amount which he may have to refund.” 





RELIEF UNDER SECTION 722 


The Conference opened with an ad- 
dress on “Relief Provisions under Sec. 
tion 722” by Mr. A. B. Chapman, 
New York City partner of the law 
firm of Alvord & Alvord, counsel for 
The Institute’s Committee on Federal 
Taxation. “The basic principle under. 
lying the excess profits tax,” he 
pointed out, “is that it shall be im. 
posed only on excess profits attrib. 
utable directly or indirectly to the war 
effort. The evidence is clear that both 
Congress and the Treasury are utterly 
opposed to the taxation of normal 
profits at anything higher than the 
combined normal and surtax rates. 

“It is obvious that the mechanical 
tules for computing the average earn- 
ings and invested credits prescribed in 
the statute cannot in many instances 
effect a fair measure of normal earn- 
ings. However, most of the resulting 
hardship cases can be eliminated with- 
out extended litigation if Section 722 
is fairly and intelligently interpreted 
and administered by the Treasury and 
if business will refrain from swamping 
the Treasury with hundreds of ground- 
less applications thrown in under the 
silly notion that there is something 
in Section 722 for everyone.” 


TRANSITION TO 48-HOUR WEEK 


The luncheon on Monday was fol- 
lowed by consideration of “Practical 
Problems in Transition to the 48- 
Hour Week,” keynoted by Mr. Verl 
L. Elliott, controller of the Atlantic 
Refining Company and past president 
of The Institute. The speaker recom- 
mended that vacations be advanced in 
such a way as to cushion the shock of 
potential lay-offs, saying: “By the time 
the vacation schedule has been com- 
pleted, no lay-offs may be necessary, 
due to reduced staff caused by the 
draft or to larger demands for produc- 
tion. Be sure not to lay off any workers 
without consulting the United States 
Employment Service to ascertain if 
they can be placed elsewhere. Be sure 
to survey the employees to be lost 
through the draft. 

“Possibilities of ‘job dilution’ must 
be given careful consideration. This 

(Please turn to page 230) 
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Field engineering and application 
engineering, which I have called in- 
direct engineering, are significant 
items of cost to the manufacturer of 
machinery. In these days when per- 
suasion to buy has no place in the 
conduct of business of the machinery 
manufacturer, his field engineers, 
who in normal times would be called 
sales engineers, are engaged in ad- 
vising the customer as to the capacity 
and characteristics of the equipment 
that the customer needs, and in as- 
sisting in expediting, supervision of 
installation, etc. The application en- 
gineers are the specialists on partic- 
ular types of equipment, who deter- 
mine the size, type, and design of 
equipment necessary to comply with 
the needs of the customer. The na- 
ture of the work of those engineers 
is such, however, that it is seldom 
feasible to apply the cost thereof to 
specific contracts. Since those ex- 
penses are the first incurred incident 
to a contract it is apparent that in 
computing the cancellation charge 
for a terminated contract, recognition 
must be given to sequence of ex- 
penditures in order to return to the 
manufacturer his real investment in 
the contract. 

Studies which have been made in 
the heavy machinery industry indi- 
cate that at least 50% of the total 
amount of field engineering, appli- 
cation engineering, and administra- 
tive and general expenses which nor- 
mally would be incurred on the 
average contract have been incurred 
by the time design and drawings 
have been completed and the pat- 
terns, tools, jigs, and fixtures neces- 
sary for the production have been 
obtained. In other words, more than 
50% of those expenses have been in- 
curred prior to the time when pro- 
duction of the machinery to be sold 
is started in the shop. Consequently, 
if a contract were terminated at the 
point where the development work 
had been completed but actual shop 
production had not been started, and 
if it had been the practice of the con- 
tractor to compute costs of completed 
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contracts by application of overheads 
as ratios of factory cost of produc- 
tion, then, obviously, insistence upon 
adherence to that procedure as being 
the established method of accounting 
would not return to the contractor 
any portion of his indirect engineer- 
ing and administrative expenses in- 
curred to the point of cancellation. 

Therefore, it is only logical that 
the sequence of incurrence of ex- 
penses be recognized in computation 
of cancellation charges, and that the 
cancellation charge should comprise 
(a) direct costs incident to the con- 
tract calculated in the usual manner, 
and (b) indirect overheads applied 
on the basis of the demonstrated per- 
centage of those expenses normally 
incurred to point of cancellation ap- 
plied to the amount of those expenses 
which would have been justifiably ap- 
plied to the contract had the contract 
been completed. I am not propound- 
ing a change in accounting methods, 
but, rather, an equitable method of 
computing the cancellation charge. 
If you are interested in a more de- 
tailed explanation of one method 
that can be employed in computing 
the indirect overheads to be applied 
in the cancellation charge, I refer you 
to an article that I was privileged to 
write for the March 1943 issue of 
The Journal of Accountancy. 

At the present time, the Audit Pro- 
cedure Section of the War Depart- 
ment is working on a manual of ad- 
ministrative audit procedures for 
terminated fixed-price Government 
contracts. It has been my privilege 
to review a draft of that manual. 
However, I am not permitted to dis- 
close at this time what is contained 
in that manual since their work is not 
completed and it is possible that 
further changes will be made. I have, 
however, discussed the procedure of 
recognition of sequence of incurrence 
of expenses, which I am propound- 
ing, with the Acting Chief of the 
Audit Procedures Section of the War 
Department and he has conceded the 
logic of the procedure, and that it 
probably would be acceptable. I wish 
to emphasize, however, that while 
this procedure is significant in any in- 
dustry where considerable prelimi- 
nary work is done prior to commence- 








ment of actual production, it does 
not necessarily follow that it is sig- 
nificant in all industries. 

It behooves all controllers, there. 
fore, to review their present cost 
practices to determine whether or not 
those practices will be satisfactory 
for the computation of cancellation 
charges on contracts which are can- 
.celed before production has advanced 
very far. If they are not, I believe 
that proper presentation of the facts 
will result in permission to adopt in 
the computation of cancellation 
charges, other procedures which will 
result in recovery by the contractor 
of his true investment in the con- 
tracts which have been canceled, 
Again, I repeat, that this does not 
necessarily mean that you should 
change the bookkeeping methods em- 
ployed for determination of costs of 
completed contracts. However, | 
would like to suggest that since ter- 
mination, in effect, converts a fixed- 
price contract to a cost-plus contract, 
you should review your cost practices 
to be sure that your records will com- 
ply with Government requirements 
for substantiation of costs of cost-plus 
contracts. 

I await impatiently the issuance of 
the manual of procedures presently 
being written by the War Depart- 
ment, and I hope that that manual 
will be adopted by the other depart- 
ments of the Government so that it 
will not be necessary to attempt to 
comply with a variety of regulations. 
The manual will be written in very 
general terms and will be supple- 
mented by cost interpretations which 
will be released from time to time. 

When Victory Day comes, the mag- 
nitude of the job will be such that it 
will be impossible for all cancellation 
charges to be audited promptly so 
that contractors may recover the 
funds which will be so essential for 
the financing of peace production. 
Therefore, it is necessary, and I be- 
lieve that arrangements will be made, 
for contractors to obtain a portion of 
their charge upon certification by 
their auditors to the effect that the 
Government can, without fear of loss, 
pay a certain amount immediately. 
Such a procedure should avoid the 

(Please turn to page 229) 
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Job Valuation Helpful in Comply- 
ing with Wage Stabilization 


By T. M. Cox, Jr. 


Mr. Cox is assistant personnel di- 
rector of the Carrier Corporation of 
Syracuse. He addressed the Syracuse 
Control of The Controllers Institute 
of America, on March 16. His subject 
was: “The Relationship of Job Evalu- 
ation and Wage Stabilization.” 


To the best of my knowledge there 
are only two places in all the regula- 
tions which have been issued under 
Wage and Salary Stabilization which 
allow industry, in general, to pursue 
its normal course in the handling of 
wage and salary problems, without 
formal approval. 

One of these is when an employer 
has eight or less employees, and the 
other is where an employer is allowed 
to make adjustments in the rates of 
individual employees if these are in- 
cident to the application of the terms 
of an established wage agreement or 
to established wage rate schedules. 

This in effect means that to operate 
satisfactorily under the control it is 
mecessaty to have brackets, and the 
question is how may these brackets be 
arrived at. 

The most simple plan is to establish 
brackets on the basis of rates which 
were being paid individuals when the 
stabilization order went into effect. An- 
other method is to establish brackets 
after consultation with the Wage and 
Hour office in your locality, based on 
comparable rates in the community. 
Still another method is through job 
evaluation. 

To determine satisfactorily which 
method to use involves a determina- 
tion of the probable course of the in- 
dividual company’s activities during 
the next few years, and the ability to 
foresee what our Government is go- 
ing to do with wage and salary stabili- 
zation during the remainder of the 
war and during the post-war period. 
There are other factors which have a 
bearing, such as whether there is a 
union in your shop, and if not, whether 
there will be one, what type of indus- 
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trial relations you have, how competi- 
tive will your market be after the war, 
and a host of others. 

We cannot examine in detail all of 
these, but it appears that the war will 
last until the beginning of 1945. Cer- 
tainly we shall have these controls for 
the balance of the war, they probably 
will continue for several years after- 
ward. 

Since we are faced with dealing with 
the subject closest to the hearts of our 
employees, under strict government 
control, it is necessary that we be in 
a position to operate the control of 
our salaries on a basis which is sound, 
easily understood, and further which 
can be dovetailed in with changes and 
fluctuations which are bound to come 
about over an extended period. 


Jos EVALUATION FAVORED 


Both the War Labor Board and the 
Treasury Department have expressed 
themselves as being favorably disposed 
toward job evaluation for operation 
under stabilization orders. Job evalua- 
tion ranks jobs and gives you a sound 
basis for paying more money for one 
job than for another. It forms a sound 
basis which will allow you to shift 
readily with changes in the regulations, 
as well as changes in your own picture. 
New jobs created because of war con- 
ditions in your plant can be more 
easily fitted into your wage structure, 
under that plan. 

Perhaps the most important point 
is that if there is any possibility of 
area controls, these will surely be han- 
dled on the basis of job evaluation, 
and it is only right that they should be. 

Thus it can be seen that job evalua- 
tion can be the answer for satisfying 
many of the requirements of a sound 
basis for operation under controls. I 
do not feel that job evaluation will 
solve all the problems under stabiliza- 
tion, but that it can be of inestimable 
value, and at the same time not allow 
the controls to hurt industrial relations 
too severely. 
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@ Accurate, up-to-the-minute cost data is a sound basis 
for successfully dealing with government contract re- 
negotiation proceedings. Positive facts are required 
to prove manufacturing efficiency, to show where 
savings have been made, to justify profit percentages. 
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TRENDS IN FARMING 


“AMERICAN AGRICULTURE, 1899- 
1900: A STUDY OF OUTPUT, EM- 
PLOYMENT AND PRODUCTIVITY,” 
by Dr. Harold Barger and Mr. Hans H. 
Landsberg. Published in February, 1943 by 
National Bureau of Economic Research, 
New York City. 435 pages, 47 charts, 54 
tables, 4 appendices. $3.00. 

This book deals with certain aspects only 
of agricultural development since the end 
of the last century. The limitations upon 
its scope are deliberate and omit the so- 
ciological interest of farming and the ques- 
tions of a more strictly commercial nature. 
In this volume treatment is given to the 
chosen topics—output, employment and 
productivity. 

It is noted with interest that agricultural 
production, even though it now stands 
higher than ever before, has failed to in- 
crease as rapidly as population. This may 
be due partly to the decline in exports of 
farm products, partly to the substitution of 
rayon for cotton, and partly to a decline 
in the consumption of high calorie foods 
by the population at large. The average 
daily calorie consumption fell from nearly 
3,600 in 1899 to less than 3,300 in re- 
cent years. This decline is attributed to 
an increase in more sedentary occupations, 
the better heating of homes, and multipli- 
cation of opportunities for riding instead of 
walking. 

Despite this decline in the amount of 
food energy we use, the report shows that 
we are undoubtedly better nourished than 
were our grandfathers. We eat less cereals 
and meat products than they did, but we 
consume far more milk, butter, fruit, and 
vegetables. These products, rated by the 
dietitians as “productive foods,” more than 
compensate for the decline in calories. 
Nonetheless, our consumption of vitamins and 
minerals is shown to be barely adequate; 
it provides little or no margin of safety. 

The report shows, also, that in many 
kinds of farming little progress in mechani- 
zation has been achieved, yet technological 
progress has been made through advances 
in breeding, the development of new varie- 
ties of plants, with higher yields of greater 
resistance to disease. 

In discussing the outlook for agriculture 
the report examines the prospects for in- 
creased exports, larger production of pro- 
tective foods, and new industrial uses for 
oils, fibres, and other farm products. It 
points out that farming as a source of live- 
lihood has shown a tendency to decline. In 
the past the farmer has sold chiefly calories 
for which the elasticity of demand is low. 
This goes far to explain the decline in the 
relative importance of farming that has 
already occurred. Unless other factors in- 
tervene, the further advances that .may be 
anticipated in agricultural technique appear 
to insure the continuance of the decline of 
the number of those engaged in farming. 
The pressure to increase the number of 
agrticulturists must reassert itself before the 





REVIEWS of Recent Business Publications 


cessation of hostilities has receded very far 
into the past. 
Reviewed by Harvey M. KELLEY. 


MACHINE TABULATION 


“PRINCIPLES OF PUNCH-CARD MA- 
CHINE OPERATION,” by Harry P. Hart- 
kemeier. Published by Thomas Y. Crowell 
Company, New York, 1942. 269 pages. 
$3.25. 

This is probably the first published text 
to present an elementary study of the gen- 
eral problem of machine tabulation, al- 
though there have been several volumes 
describing particular applications of punched 
card equipment in accounting and statis- 
tical research. Manuals accompanying tabu- 
lating machines are notoriously insufficient 
for instructional use. 

The book confines itself to instruction 
in the use of International Business Ma- 
chines equipment and begins with a brief 
account of the historic development of the 
Hollerith invention. A statement of the 
sorting and tabulating principle is followed 
by a detailed description of the operation 
of the aimost obsolete Type 3 Printer. Next, 
the standard IBM numeric tabulators (Mod- 
els 285 and 297) are discussed in great 
detail. Instruction is given in wiring the 
tabulator board for listing, addition, sub- 
traction, the use of balance counters, class 
and field selection, and the X-distributor. 

Of the 153 pages devoted to the intro- 
duction and to numeric equipment, ap- 
proximately 30 are actually textual; the 
rest consist of photostat copies of wiring 
diagrams and of the reports prepared on 
the tabulator from the wiring diagrams dis- 
played. Perhaps another 15 pages of the 
text are devoted to the description, in part 
III, of the alphabetic accounting machine. 
This more modern apparatus, which could 
be in itself the almost exclusive subject 
of a text on the use of punched card equip- 
ment, is treated not as the only tabulator 
with which the modern student of punched 
card methods is likely to come in contact 
but rather as an incidental stage in the 
historic development of the numeric equip- 
ment. 

Most of the ordinary wiring problems 
are well discussed and there is a good sec- 
tion on the use of punched cards in ob- 
taining sums of squares and cross products. 

While Dr. Hartkemeier has performed 
a real service in meeting a long felt need 
for a text on punched card machinery, sev- 
eral possibilities for improvement might 
be suggested. The types of IBM equipment 
discussed constitute a small proportion of 
that company’s offerings in the punched 
card field. The summary punch, the re- 
producer, the gang punch, the collator, the 
multiplying punch, the interpreter, the vari- 
ous models of hand-operated numeric and 
alphabetic punches, and the mark-sensing 
reproducer receive little or no attention in 
this text. 

Since no discussion is given of compet- 
ing equipment, there is no opportunity to 
point out the types of applications in which 
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rival lines have a material advantage, such 
as the punching of cards for which a por. 
tion of the material is to be repeated from 
card to card or the listing of material te. 
quiring alphabetic characters throughout 
the line of printing. 

It would have been helpful if more at. 
tention had been paid to possible fields of 
application of the techniques described. Ex. 
7 for the section on progressive digiting 
(for the accumulation of sums of squares 
and products) the illustrations are confined 
to elementary accounting problems. 


BRITAIN AND 
UNEMPLOYMENT 


“BRITISH UNEMPLOYMENT PRO. 
GRAMS, 1920-1938,” by Eveline M. Burns. 
Published by the Committee on Social Se. 
curity, Social Science Research Council, 
Washington, D. C. 1941. 385 pages. $2.75. 

This book will undoubtedly become a 
standard work for students of one of the 
most perplexing and vital problems of our 
times previous to the present World War. 
Dr. Burns examines and evaluates Britain's 
experience in — unemployment 
through the period between the first and 
peas World Wars, and her careful, tech- 
nical approach to British experiments and 
achievements can only meet with praise. 

The study presents an analysis of the 
three periods since 1920 of the British sys- 
tem for alleviating the distress of unem- 
ployment; the attempt to expand unem- 

loyment insurance to provide benefits for 

th short and long term unemployment 
lasting from 1920 until 1931; the attempt 
from 1931 to 1934 to curtail unemployment 
insurance in the interest of financial sol- 
vency with “transitional” benefits for the 
long term unemployed which yet were dis- 
tinguished from local public assistance; the 
program in effect since 1935 by which a 
highly integrated but dual system of unem- 
ployment insurance and unemployment as- 
sistance is established with financial te- 
sponsibility for the latter provided from 
central tax funds. The author concludes 
that the last scheme is a notable achieve- 
ment in providing maintenance for the un- 
employed which both reaches a rather high 
degree of coverage and coincides relatively 
well with prevailing political principles as 
to the relation between government and 
the individual citizen. 

The strengths of the present system (the 
word refers to times prior to the war, of 
course) lie in its relative stability, its fair 
success in meeting a basic and national 
minimum standard of life, and its adminis- 
trative procedures. The achievements of the 
last are due in considerable part to the 
excellent program of local advisory coun- 
cils and laymen’s participation as well as 
to Britain’s well-known civil service. 

The weaknesses of the system are found 
in part in the anomalous distinction 
tween the short term unemployment insur- 
ance and long term unemployment assist- 
ance. Beyond any such distinction in prin- 
ciple, however, the author finds the most 
important flaw in British programs for deal- 
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ing with unemployment is the failure to 
provide to any considerable extent for pre- 
vention of unemployment or adequate re- 
habilitation of the long term unemployed. 
such Dr, Burns concludes that the British have 
- por: progressed far in the maintenance of the 
from unemployed. They have done it by develop- 
il re. ing categorization of the unemployed (use- 
shout ful in Britain) and centralization of finan- 
cial responsibility. The system has created 
ate a new relation between government and 
ds of citizens with the responsibility of the for- 
j mer clearly accepted though the obligations 





Brie of the latter and the social and economic 
#0. functions of the modern family are still to 


fined be defined. The policy of prevention, the 
counselling and retraining of unemployed 
workers, the creation of work itself, whether 
by public works or by some measure of 
government control over industry and cen- 
tral planning has yet to be worked out in 
Britain as in other western countries. 

More attention could have been given to 


RO- the functions of the employment service in 
urns. relation to dealing with unemployment, 
I Se. and it may be that the acceptance by Brit- 
incil, ish organized labor groups of the present 
2.75. system of maintenance is even less wide- 
ne a spread than the author believes. On the 
the whole, however, this is a very creditable 
our and authoritative work which might well be 
War. studied by everyone interested in the social 
ain’s problems of modern industrial life. 

ment 

and “FEDERAL TAXES ON _ ESTATES, 
tech- TRUSTS AND GIFTS—1943-1943,” by 
and Robert H. Montgomery, LL.D., C.P.A. The 
e. Ronald Press Company. 749 pages, $7.50. 
the The 1942 Revenue Act contains surpris- 
sys- ingly few changes related to estates, trusts 
1em- and gifts. However, the changes which 
1em- were made are of importance. During the 
for year many decisions of the Courts and the 
nent Board of Tax Appeals (now The Tax 
wi Court of the United States) substantially 


affected prior laws, due in some cases to 
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be discussed in this book. Keysort will speed up your accounting or statistical 
Ne ne te eee Se Renae. job without radically altering current procedure. 
ii “CREDIT MANUAL OF COMMERCIAL "ss f d d 
em ( wor st card system oes not 
9s LAWS, 1942,” a guide to fundamental Keysort, the world . venues f y e ccs 
re. legal principles and existing statutes for require costly machines or equipment. A million 
rom credit and business executives. Thirty- 
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an illiam Bouck Cornell. Prentice-Hall, MS&bee Cc 
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“PERSONAL ESTATE PLANNING IN A me ° ° eee ide 
- CHANGING WORLD,” by Renxe Worm- 7 Offices in Principal Cities 
he ser. A guide for the layman to help in 
the planning his estate for his beneficiaries, 
bona with particular reference to the attention 
that must be paid to conditions in a chang- 
ing economic world. Simon & Schuster, 
ind Inc., 1230 Sixth Avenue, New York. $2.50. 
be- “DEVELOPMENT OF THE LABOR 
4 MOVEMENT IN GREAT BRITAIN, 
ist- FRANCE AND GERMANY,” by W. A. 
McConagha, University of North Carolina 
“ Press, Chapel Hill, N. C. 208 pages. $2.50. 


€ author is professor of economics at 
Lawrence College in Wisconsin. 

















Is Your Sales Force an Asset 


or a Liability? 


One of the problems confronting 
many businesses today is the question 
of what to do about the traveling sales- 
man who, because of excess demand, 
curtailment of production, or other 
reasons, is no longer required to con- 
tact his trade. 

In most cases the sales organization 
is a highly specialized unit and repre- 
sents an investment of considerable 
proportions. Years of effort and thou- 
sands of dollars are expended to de- 
velop a result-producing sales force 
and the preservation of this asset can 
be construed as being just as much 
within the jurisdiction of the control- 
ler’s duties as the safeguarding of the 
assets appearing on the balance sheet. 

Sales managers will agree that en- 
forced idleness is highly detrimental 
to a sales force, and even though draw- 
ing accounts are maintained the best 
salesmen will be the first to rebel at 
prolonged inactivity. An idle sales 
force is a waste of manpower too, 
which all managements will earnestly 
endeavor to avoid in these times. 

Some companies have successfully 
solved this problem by putting their 
salesmen to work in office jobs, prod- 
uct inspection, expediting, or various 
types of research work. Others may 
have created unnecessary positions in 
order to maintain their sales organiza- 
tions, and those companies which have 
disbanded their sales forces entirely 
may discover later that such action was 
not only false economy but also a mis- 
taken policy. This will depend, of 
course, on the type business and the 
quality of the sales effort required. 

Our company found that its sales- 
men were neither fitted for nor con- 
tented in the jobs within the organiza- 
tion into which they could be placed. 


By L. P. Luning 


Our experience in solving this prob- 
lem may be helpful to other controllers 
of companies with a similar condition. 
When the time arrived that it was 
no longer necessary for our men to 
travel, military separations had reduced 
our sales force to largely those past the 
draft age limit. These men are, and 
have always been, the nucleus of our 
sales organization. The management 
was desirous of enlisting their services 
in some work which would be helpful 
to the Victory effort and which, at the 
same time, would be related to the 
work for which they were qualified. 


ASSIGNED TO VICTORY FUND 
CAMPAIGN 


The Victory Fund Committee of our 
local Federal Reserve District was con- 
sulted and enthusiastically received the 
offer of the services of our sales force 
for Victory Fund campaign work. At 
a general sales meeting the proposi- 
tion was presented to the salesmen on 
a voluntary basis and it was gratify- 
ing to see the men respond to the last 
one. This is not difficult to under- 
stand, however, since many of them 
have sons or relatives in the services 
and, as all real Americans, were anx- 
ious to take part in the war effort in 
an active way. 

Since the men reside in various sec- 


tions of the country, the local Reserve 
District Committee transmitted the de- 
tails of the plan to the various District 
Committees and the men were assigned 
to work in their home communities, 
The type of work assigned to them is 
work for which they are well qualified 
by experience. One salesman was made 
a district manager, another a county 
director. A salesman in Texas was as- 
signed to making a sales survey, a job 
for which he is especially adapted, and 
another in Kansas was given a job of 
organizing State Committees. Enthusi- 
astic messages and clippings of articles 
from local newspapers sent to us by 
county chairmen and others responsible 
for the Victory Fund drives indicate 
that the men are going about their new 
work with zest and vigor. Each sales- 
man feels that he is back at work again 
and the strain of inactivity has been 
removed. 

While this plan involves the con- 
tinuation of drawing accounts at the 
company’s expense, it is expected to 
prove less costly than the expenditure 
which would be required to rebuild the 
sales organization after the war is over. 
In addition to having a sales force 
which will be ready to return to nor- 
mal work at short notice, the men feel 
they are making a definite contribution 
to Victory by selling shares in the fu- 
ture security of America. 








WHAT TO DO WITH IDLE SALES FORCE 


Mr. Luning is controller of the National Candy Company, of 
St. Louis. His company’s solution of what to do with idle travel- 
ing salesmen is patriotic, and at the same time serves to hold 
together an organization in readiness for “after the war.” 


—THE EDITOR 
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CONTRACT TERMINATION 
(Continued from page 222) 











necessity for unsatisfactory settle- 
ments being made hurriedly in order 
that some money may be obtained. 

Another matter which I believe 
will interest you is the proposal that 
has been made for the Government 
to audit all of the cancellation charges 
of all contractors having more than a 
cettain amount of contracts which 
have been canceled. The audit will 
encompass not only prime contracts 
but subcontracts as well. Thereafter, 
when the procedure used for the de- 
termination of the charge has been 
approved by the auditor, settlement 
will be made by the Government on 
the direct contracts and the contrac- 
tor will render to his prime contrac- 
tor or superior subcontractor, in- 
voices bearing the approval of the 
Government auditor for the charge 
for cancellation of his subcontract. 
Such a procedure will eliminate much 
of the confusion which otherwise 
would exist and, I believe, will be 
extremely satisfactory. 


SUMMARY 


I would like to discuss many of the 
other problems with which we will 
be faced upon termination and par- 
tial termination of Government con- 
tracts, but unfortunately space does 
not permit. In conclusion, I wish to 
summarize that which I have said: 


1. That the significance of cancella- 
tion clauses should be appreciated, 
since the money necessary to fi- 
nance peace production when Vic- 
tory Day comes must be realized 
therefrom. 

2. That practices must be evolved 
which will return to the contrac- 
tor his true investment in the can- 
celed contracts, which practices 
need not necessarily be the prac- 
tices evolved by him for computa- 
tion of cost of completed con- 
tracts. 


3. That the significance of recogni- 


tion of sequence of incurrence of 
expenses should be explored by all 
contractors in determining the 
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WITH 




















THEIR PRESENT EQUIPMENT 





PUT NEW IDEAS TO WORK 


Eliminate unnecessary checking or proving... 
eliminate unessential reports or superfluous 
information on reports . .. obtain vital reports 
as a by-product of regular routines ... com- 
bine or redesign forms so that related records 
can be posted together in one operation. 


GET THE MOST OUT OF YOUR MACHINES 


Keep machines busy by relieving skilled oper- 
ators of non-posting duties . . . schedule relief 
operators . . . make sure that operators are 
using figuring short-cuts and the time-saving 
features of their machines. Keep machines in 
the best possible condition through regular 
inspection by Burroughs service men. 


GET THESE BURROUGHS HELPS 


Burroughs offers a wide variety of booklets and 
other printed matter, such as ‘Ways to Save 
Time in an Office’”—“Adding Machine and Cal- 
culating Machine Short-Cuts”—operator train- 
ing manuals—decimal equivalent tables— 
Victory Tax payroll deduction tables—unit 
value ration coupon tables—and many other 
helps to meet today’s problems. 


Feel free to call upon your local 
Burroughs representative, at any 
time, for up-to-the-minute informa- 
tion on how others are handling 
wartime problems similar to yours. 


BURROUGHS ADDING MACHINE Co. 
DETROIT, MICHIGAN 


Burroughs 
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method necessary to return to him 
a fair amount in cancellation of 
the contract. 


4. That provision should be made by 
the Government for payment in 
advance of audit of a percentage 
of the cancellation charge so as to 
permit war contractors to proceed 
with peace production with a 
minimum of disturbance to the 
economy of the Country. 


The pattern of things to come is 





The Controller, May, 1943 


being developed, and, in my opin- 
ion, the termination clause and the 
definitions of accounting practices ac- 
ceptable thereunder, will greatly in- 
fluence the post-war pattern of 
American industry. 


Certificates of Membership 
Each member of The Controllers In- 
stitute of America should have a cer- 
tificate of membership. Communicate 
with national office. 





operations of fastening.a new sheet 
every time the carbon wears out, the 
~~ worn sheet is torn off and a fresh sup- 





sauco REPEAT-0-PAK 


Loads IO Times More Carbon Paper 
NOW. . .instead of going through all the FOR CONTINUOUS FORMS 







































ply pulled forward without removing 
blades that hold carbon. ..from a folded 
supply of ten flat sheets of carbon, 
folded in half. ...As many as 9000, 
8% x 7%, 6 part forms have been typed 
from ONE loading of Repeat-0-Paks on 
the Electromatic machine. 


OUTSTANDING 
FEATURES 


SAVES TIME Operator loads ma- 
chine with six to fifteen times more 
carbon than with the old way. . . . Suf- 
ficient supply for two to four weeks, 
depending on number of forms typed. 


ECONOMICAL Usual 30% waste 
of each flat carbon sheet is eliminated. 


MORE EFFICIENT Easily installed 
by clipping the REPEAT-O-PAK holder 
to the carbon blade. No special .de- 
vices needed. 


FASTER No fumbling, no fussing. 
Saves time of constant reloading. 


CLEANER Only the paper holder is 
handled when installing, not the car- 
bon. No smeary soiled hands or fingers. 


MORE ACCURATE Once 
REPEAT-0-PAK is properly fastened 
to blade, all sheets are automatically 
set TRUE and in perfect alignment. 


LASTS LONGER Special Buffer 
Sheet can be furnished to protect top 
carbon from cutting. 


MORE PRACTICAL Special 
Block-out Sheet can be attached to 
carbon to eliminate copy on bills of 
lading, shipping, or packing copies. 


982 0666 OO 
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and Burroughs Fanfold Machines. . . 
ALSO 

for the following devices for typing con- 

tinuous forms on typewriters... American 

Sales Book Carbon Shifter, Egry Speed 

Feed, Gilman Carbon Shifter, United 

Autographic Register Adapters. 





Electromatic, Underwood, Remington — 
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—simply send a sample form, state name of machine 
used, and size of type (or send sample typing.) 
STAMCO REPEAT-O-PAK carbons are tailor-made to 
fit individual forms, and this detailed information 
enables us to furnish exactly the size and quality of 


carbons to make your forms work perfectly. 


MANIFOLD om oF 


CHICAGO, ILLINOIS 








WAR CONFERENCE AT | 
PHILADELPHIA 


(Continued from page 220) 











consists of analyzing a job into its 
component parts and transferring the 
less important parts to lower-paid em. 
ployees, thus giving the higher-priced 
employee enough of the important 
duties to occupy his time. 

“It is best to consult your local 
U.S.E.S. office and the War Man. 
power Commission before making any 
drastic change to a 48-hour week. 
You might be able to go on a 44. 
hour week temporarily. In my opinion, 


‘it is not necessary for all departments 


of a company, or even all crafts in a 
department, to go on a 48-hour week. 
The test is whether it will increase war 
production or release manpower to 
other concerns for war production.” 


Wark SUPPLIES GETTING THROUGH 


Two addresses were presented at the 
informal dinner which topped off the 
event—one by Rear Admiral William 
Brent Young, Paymaster General of 
the Navy, and the other by Dr. Ernest 
Minor Patterson, professor of eco- 
nomics at the Wharton School, Uni- 
versity of Pennsylvania. Admiral 
Young, who is Chief of the Bureau 
of Supplies and Accounts, emphasized 
the fact that the supplies for Ameti- 
ca’s fighting men are getting through 
to the various fronts all over the 
world, and told how the Navy is de- 
veloping new procedures to speed pro- 
curement and to conserve space in 
ships and trains. He also praised Amer- 
ica’s business men for their contribu- 
tion to the war effort. 

“We could laud many heroes here 
tonight,” he declared, “who have given 
more than their share of sacrifice. All 
of them are not military heroes. There 
are many men fighting on the home 
front who are playing just as impor- 
tant roles as the men who are firing 
our guns. There are men sitting at 
desks who are fighting just as zealously, 
though less hazardously, as the men at 
the battle stations on our ships of in 
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the foxholes of the jungles and the 
deserts.” 


CALLS FOR HIGHER TAxEs Now 


Dr. Patterson called the controllers’ 
attention to the importance of financ- 
ing as much of the war as possible 
through current taxation. ‘Higher 
taxes now will lessen the dangers of 
inflation, and will help us avoid a seri- 
ous post-war deflation. Higher taxes 
now will simplify business problems 
when the war is over. Our first de- 
mand should be for higher taxes—and 
for higher taxes at once! 

“Business men should also give sup- 
port to lowering barriers in world 
trade. It is vital for them to realize 
that their long-run gain is dependent 
on general prosperity, and that there 
is a level above which protective tar- 
ifs and other trade barriers cannot be 
raised without checking prosperity.” 





BASIC PRINCIPLES FOR 
WITHHOLDING TAXES 


(Continued from page 201) 











AUSTRALIAN PLAN 


In Washington, there has been 
some talk about the so-called Aus- 
tralian Scrip plan. It involves essen- 
tially putting stamps in the pay 
envelope for the amount of tax with- 
held, and at the time to file the re- 
turn, the employer would accumulate 
the stamps and that would show the 
amount that had been withheld. 
There are a lot of complications to 
that method. I personally hope it 
never goes through. 

I want to stress the necessity of 
getting all the best thinking we can 
on this and getting it as nearly right 
and as nearly inexpensive as possible. 
Let your thoughts be heard through 
your committee or through your 
Congressman. I am sure we are go- 
ing to have a withholding method. I 
think it can be made simple. I think 
it can be made essentially as simple 
as the Victory Tax if we keep to 
those three criterions of simplicity, 
and that it is a tentative tax, and that 
there must be some inequities. 








“A FROZEN ASSET IS A LIABILITY” 
We Are Qualified 
Ya Nelesmine- 


Present Realizable Values of Manufacturing Plants, 
Machinery and Equipment in entirety or single units. 


(25 years’ continuous activity in sell- 
ing are the basis of our appraisals.) 


SSET REALIZATION CO. 


21 EAST 40TH ST., NEW YORK 
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Fridén Mechanical and 
Instructional Service is 
available in approximately 
250 Company controlled Sales Agencies 
throughout the United States and Canada. 


EXECUTIVE OFFICES AND PLANT 
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“eo eee FRIDEN FULL AUTOMATIC CALCULATORS, 


when applications to obtain deliveries 
have been approved by the War Pro- 
duction Board..FRIDEN Simplicity of 
operation combined with Productive 
High Speed Figure Work make'these 
fully automatic calculators the solution 
of the problem created by the critical 
shortage of competent clerical help. 
Phone or write your local FRIDEN 
Representative for information. 


je 


~FRIDEN 


CALCULATING MACHINE CoO., INC. 


SAN LEANDRO, CALIFORNIA, U.S.A. 


















INSTITUTE ACTIFTTIES 








Plan Control in Grand Rapids 


President T. C. McCobb conferred with 
a small group of controllers in Grand 
Rapids, Michigan, on May 7, concerning 
plans for establishment there of a Control 
of The Controllers Institute af America. 
“Control” is the title given a local branch 
of The Institute. 


Directory Issue by St. Louis Control 


The St. Louis Control has printed and 
distributed a handsome directory of its 
members. It is published in large and 
readable type, and gives the title, firm 
connection and address of each member 
of the group. An introductory page lists 
the officers and directors, as well as the 
chairmen and members of the Member- 
ship Committee and the Program Com- 
mittee. The booklet is pocket-size, and 
contains ten pages of type in addition to 
the decorative cover. 


Baltimore Nominating Committee 


President S. Chaplin Davis of the Balti- 
more Control, who is assistant vice-presi- 
dent and controller of the Baltimore 
Salesbook Company, has announced the 
appointment of a nominating committee 
to prepare a slate for the annual election 
of officers and directors. 

Mr. Arthur R. Burbett, controller of the 
First National Bank, is chairman of the 
committee, which also comprises the fol- 
lowing members: Mr. Howard Jurgens, 
treasurer of Sherwood Brothers, Inc.; Mr. 
Cover B. Newman, controller of the 
Crown Cork and Seal Company, Inc., and 
Mr. Marshall C. Roop, controller of the 
Davison Chemical Corporation. 


ENJOYED PHILADELPHIA 
CONFERENCE OF CONTROLLERS 


ARTHUR R. TUCKER 
Managing Director: 

“I greatly enjoyed the Third War Con- 
ference of Controllers held at the Hotel 
Warwick yesterday, and found many of the 
items discussed to be of great importance.” 


E. ALEXANDER 


Columbia Aircraft Products, Inc. 
Somerville, New Jersey 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Iackson Blvd. Chicago, Ill. 











PERSONAL NOTES 


Millard E. Price, controller of Thomp- 
son Products, Inc., Cleveland, was elected 
an officer of the company at the annual 
meeting on March 30. He will continue 
as controller of the company and its sub- 
sidiaries in five cities. He became a mem- 
ber of The Controllers Institute of 
America in July, 1941. 


R. D. Burnet, controller and assistant 
treasurer of the Zenith Radio Corpora- 
tion, Chicago, was elected recently also as 
secretary, replacing Lieutenant Colonel 
John R. Howland, who resigned to enter 
the army. He holds certificate of rhem- 
bership Number 1,021 in The Controllers 
Institute of America. 


Mr. Henry C. Roemer, a member of The 
Controllers Institute, vice president and 
controller of the Federal Telephone and 
Radio Corporation, New York, was re- 
cently elected a director of the Interna- 
tional Telephone and Telegraph Corpora- 
tion, New York. 


Noel E. Keeler was elected recently as 
the new treasurer of Sylvania Electric 
Products, Inc., New York, having been 
controller of the company since June, 
1941. He became a member of The Con- 
trollers Institute of America in January, 
1936. 


Milton E. Stover has returned to De- 
troit as the new controller of the Fruehauf 
Trailer Company. He left his former po- 
sition as controller of the Evans Products 
Company, Detroit, in January, 1942, and 
became controller of. the General Cable 
Corporation, St. Louis. He has begun his 
new work in Detroit and is again a mem- 
ber of the Detroit Control, Controllers 
Institute of America. 


E. W. Atkinson, a member of The Con- 
trollers Institute of America, controller of 
the Lion Oil Refining Company, El Do- 
rado, Arkansas, has been appointed treas- 
urer of his company. 


William F. Palmer was elected on April 
27 secretary and treasurer of The Lus- 
combe Airplane Corporation of West 
Trenton, New Jersey. He was formerly 
associated with the Kellett Autogiro Cor- 
poration, Philadelphia, and became a 
member of Fhe Controllers Institute of 
America on February 13, 1942. 


P. H. Littlefield was elected vice-presi- 
dent of Canada Dry Ginger Ale, Inc., it 
was announced on May 6, by Roy W. 
Moore, President of the company. Mr. 
Littlefield has been controller of the 
company since 1935 and treasurer since 
1940. He became a member of The Con- 
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trollers Institute of America on April 
30, 1937. 


HARRY A. SNOW 


After an illness of more than one year, 
Harry A. Snow, controller and assistant to 
the general manager of the Detroit Edison 
Company, died April 27, in Harper Hos. 
pital, Detroit. Mr. Snow had been with 
the Edison Company twenty-nine years, dur. 
ing the last eleven years of which he served 
as controller. He was a nationally known 
authority on public utility valuations and 
statistical economics. 

Mr. Snow was a native of Dearborn, 
born May 7, 1889. His grandfather was 
surgeon at the United States Arsenal at 
Dearbonville, as the first settlement there 
was known. Mr. Snow was active in his 
company’s athletic association, and had 
much to do with the development of Belle- 
ville Point, the private recreational area for 
Edison employes on Edison Lake. He 
served three terms as a Dearborn council- 
man. He was vestryman and former treas- 
urer of Christ Episcopal Church, a member 
of the Detroit Athletic Club, and former 
secretary of the Dearborn Country Club. 

When the controllers of the larger com- 
panies in Detroit decided to form a branch 
of The Controllers Institute of America, Mr. 
Snow was instrumental in organizing the 
Detroit Control, and gave a great deal of 
his time to the organization. His certificate 
of membership in The Controllers Institute 
of America was Number 522. He was 
elected to membership on August 28, 1935. 


WILLIAM S. BELL 


William S. Bell, treasurer of the Lily- 
Tulip Cup Corporation, New York, since 
it was founded thirty-one years ago, died 
on April 15, 1943, after a week’s illness, 
in the Long Island College Hospital, 
Brooklyn. He was fifty-nine years old. 
Mr. Bell had been a member of The Con- 
trollers Institute of America since Febru- 
ary, 1932, and held certificate Number 57. 





Positions Wanted 











Controller 


A member of The Controllers Institute 
who is now employed is seeking a connec- 
tion having increased responsibilities and 
offering opportunity for the future. Has 
had nearly twenty years of varied experi- 
ence in responsible positions with large 
organizations. Certified public account- 
ant, Protestant, married, 41 years of age, 
prefers location in Middle West, salary 
requirement around $10,000 depending 
upon other factors. Address Box Num- 
ber 324, THE CONTROLLER. 
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MEETINGS OF CONTROLS 











SYRACUSE 
Topic: “THE CONTROLLER'S PLACE 
IN A BUSINESS ORGANIZATION 
AND HIS RELATIONSHIPS WITH 
OTHER EXECUTIVES” 
uest speaker at the regular 
tis taesting of the Syracuse Control 
was Mr. Cloud Wampler, president of the 
Cartier Corporation, who spoke on “The 
Controller's Place in a Business Organiza- 
tion and his Relationships with Other Ex- 
ecutives.” The meeting was held April 
20, in the Century Club. 


BALTIMORE 
Topic: “PAY-AS-YOU-GO” 


Mr. Ellsworth C. Alvord, attorney and 
tax authority and senior member of the 
firm of Alvord and Alvord, Washington, 
D. C., was the guest speaker at the April 
meeting of the Baltimore Control. His 
subject was “Pay-as-You-Go,” and he de- 
scribed the various plans under consider- 
ation for placing income taxes on a cur- 
rent basis, to defeat inflation and to fa- 
cilitate collections from the increased 
number of taxpayers now required to file 
returns. 

The meeting was held April 20, in the 
Emerson Hotel. 


BOSTON 
Topic: THE “PAY-AS-YOU-GO” TAX 
PLAN 

Withholding taxes on a current basis 
to assure collection of the nation’s record- 
breaking income tax bill were discussed at 
the regular monthly meeting of the Boston 
Control, which was held in Providence on 
the evening of April 27. The speaker was 
Mr. Nicholas Picchione, C.P.A., of that 
city, who is a member of the Special 
Rhode Island Tax Commission, and who 
appeared before the House Ways and 
Means Committee to propose a “‘pay-as- 
you-go” plan of his own. 

Mr. George C. Claghorn, of the Rheem 
Manufacturing Company, and Mr. Her- 
bert E. Murch, of the Goodyear Footwear 
Corporation, both of Providence, were in 
charge of arrangements for the meeting. 


BRIDGEPORT 


Topic: “OBSERVATIONS ON POST- 
WAR PLANNING” 


_An off-the-record address on “‘Observa- 
tions on Post-War Planning” featured the 
regular monthly meeting of the Bridge- 
port Control, which was held April 7 in 
the University Club. The speaker was 


Mr. Arthur K. Schulz, assistant comptrol- 
let of the Chase National Bank, New 
York, who is well known as a commen- 
tator on accounting, finance and related 
economic problems. 


BUFFALO 
Topic: “POST-WAR PLANNING” 


The April meeting of the Buffalo Con- 
trol was devoted to an open discussion of 
“Post-War Planning,” at which Mr. L. D. 
McDonald, vice-president of the Warner 
& Swasey Company, presided. The meet- 
ing was held April 13 in the Buffalo Club, 
and was preceded by the customary din- 
ner. 


CHATTANOOGA 
Topic: THE THIRD WAR CONFER- 
ENCE 


Mr. Shannon Gamble, assistant treas- 
urer of the Standard-Coosa-Thatcher Com- 
pany, spoke at the April meeting of the 
Chattanooga Control, reporting on the 
recent Third War Conference of The In- 
stitute. The meeting was held April 23, 
in the Southern Inn. 


CHICAGO 


Topic: PRESENT-DAY PROBLEMS 
OF THE CONTROLLER 


Streamlining accounting records and 
statistical data, personnel management and 
other present-day problems of the con- 
troller were considered at a panel discus- 
sion conducted by the Chicago Control 
at its regular April meeting, held April 
13 at the Union League Club. 

Mr. T. W. Bryant of Wilson & Co., 
Inc., served as chairman of the panel, and 
the discussion leaders were: Mr. N. L. 
McCully of Bauer & Black; Mr. J. W. 
Rees of the Pure Oil Company, and Mr. 
George B. Whitfield of the Quaker Oats 
Company. 


CINCINNATI 
Topic: “RENEGOTIATION” 


The guest speaker at the April meeting 
of the Cincinnati Control was Mr. Stan- 
ley Hittner, C.P.A., whose subject was 
“Renegotiation,’” who was recommended 
to the Program Committee by the Price 
Adjustment Board of the Ordnance De- 
partment as the Cincinnati man best fitted 
to address controllers on this topic. 

The meeting was held April 13, in the 
Netherland Plaza Hotel. 


CLEVELAND 
Topic: “HUMAN RESERVES” 

In addition to brief remarks by the Na- 
tional President, Mr. T. C. McCobb, con- 
troller of the Standard Oil Company 
(New Jersey), who, with Mr. Arthur R. 
Tucker, managing director of The Insti- 
tute, paid a visit to the Cleveland Con- 
trol at its April meeting, the program for 
the evening included an address on “Hu- 
man Reserves” by Mr. David Keith Stew- 
art of the Central National Bank. 

Mr. Stewart has been in the banking 
business for 25 years, and his remarks 
on the subject reflected his long experi- 
ence in public relations work in financial 
institutions. 

The meeting was held April 6, in the 
Hotel Cleveland. 


DAYTON 
Topic: “POST-WAR CONTROLLER- 
SHIP” 

Mr. Oscar N. Lindahl, vice-president 
of the Carnegie-Illinois Steel Company 
and a past president of The Institute, ad- 
dressed the April meeting of the Dayton 
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Control, held in the Van Cleve Hotel on 
April 6. His subject was “Post-War Con- 
trollership.” 

Mr. Lindahl was chairman of The Insti- 
tute’s Committee on Post-War Controller- 
ship Problems last year, and directed the 
preparation and publication of its report 
on “Wartime Planning to Meet Post-War 
Problems.” 


DETROIT 
Topic: “SALARY AND WAGE STA- 
BILIZATION” 

A round table discussion for members 
only was the feature of the April meeting 
of the Detroit Control. Conducted by 
Mr. C. M. Hollis, secretary and treasurer 
of the L. A. Young Spring & Wire Com- 
pany, it was devoted to “Salary and Wage 
Stabilization.”” The decision to make such 
discussions closed meetings was made by 
the Directors of the Control. 

The discussion followed the customary 
monthly dinner, and was held in the Hotel 
Statler, on April 27. 


DISTRICT OF COLUMBIA 
Topic: “WAR FOOD SUPPLIES” 


The guest speaker at the regular 
monthly meeting of the District of Co- 
lumbia Control was Major Ralph W. 
Olmstead, deputy director of the Food 
Distribution Administration of the De- 
partment of Agriculture. He spoke on 
the subject of “War Food Supplies.” 

The meeting was held in the Carlton 
Hotel on April 27, following the monthly 
dinner of the group. 


HARTFORD 
Topic: “TERMINATION OF GOV- 
ERNMENT CONTRACTS” 


Reaching directly to the source of of- 
ficial information on the subject, the Hart- 
ford Control spent a profitable evening 
on April 15 listening to a symposium on 
“Termination of Government Contracts” 
led by Major Wilks of the Fiscal Branch 
of the Springfield Ordnance District. Ma- 
jor Wilks was assisted in his presentation 
by Mr. Arthur D. Patterson, chief of the 
Field Audit Section, and Mr. Eugene V. 
Oehlers, head of the Cancellation Audit 
Unit of the District, each of whom spoke 
on matters coming within his particular 
field of operation. 

The meeting was held in the City Club, 
and was preceded by the regular monthly 
dinner. 


HOUSTON 


Topic: “PROBLEMS PECULIAR TO 
MEMBERS” 


Problems peculiar to the business rep- 
resented by each member were opened for 
discussion at the round table discussion 
which featured the regular monthly meet- 
ing of the Houston Control. The meet- 
ing was held in the Houston Club on 
April 27. 


INDIANAPOLIS 


Topic: “THE EFFECT OF WAR-TIME 
FINANCING ON OUR DOMESTIC 
ECONOMY” 


Mr. James S. Rogan, president of the 
American National Bank, spoke on ‘“‘The 
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Effect of Wartime Financing on Our 
Domestic Economy” at the regular 
monthly meeting of the Indianapolis Con- 
trol, which was held April 14 in the In- 
dianapolis Athletic Club. In his remarks, 
Mr. Rogan paid special attention to the 
post-war reconversion problems of com- 
panies which are now engaged in war 
production. 


KANSAS CITY 


Topic: ‘““THE WORK OF THE WAR 
MANPOWER COMMISSION” 


Twenty-four members and eleven guests 
participated in a round table discussion 
on “The Work of the War Manpower 
Commission,” at the April meeting of the 
Kansas City Control. Four government 
officials took part in the session: Col. 
James McE. Cherry of the Selective Serv- 
ice System; Mr. Paul Stein, utilization of- 
ficer of the Area Office of the War Man- 
power Commission; Mr. Harold Lockhart, 
assistant area director of WMC, and Mr. 
Harold Yandell, manager of the United 
States Employment Service. 

The meeting, which took place April 
12 in the Kansas City Club, was given 
over largely to open discussion. Each of 
the government representatives made a 
brief address explaining his particular 
function or responsibility, and this was 
followed by a question-and-answer period. 
A digest of the points brought out is 
printed elsewhere in this issue. 


LOS ANGELES 


Topic: “YOUR PERSONNEL AND 
THE DRAFT” 

Mr. Homer Law of the employe rela- 
tions department of the Union Oil Com- 
pany of California was the guest speaker 
at the regular monthly dinner meeting of 
the Los Angeles Control, which was held 
April 15 in the Clark Hotel. His topic 
was “Your Personnel and the Draft.” 


LOUISVILLE 
ADDRESS BY BANKER 
The Louisville Control held its regular 
monthly meeting on April 28, in the 
Pendennis Club. The guest speaker was 
Mr. Merle E. Robertson, president of the 
Lincoln Bank and Trust Company. 


MILWAUKEE 
Topic: SECTION 722 OF THE REV- 
ENUE ACT 


Mr. Harvey W. Peters, tax attorney, was 
guest speaker at the regular monthly din- 
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ner meeting of the Milwaukee Control, 
outlining the abnormality relief provisions 
of the 1942 Federal Revenue Act, as em- 
bodied in Section 722. The meeting was 
held April 6, in the University Club. 


NEW YORK CITY 
ADDRESS BY MR. PARKINSON 


A special address by Mr. Thomas I. 
Parkinson, President of the Equitabie Life 
Assurance Society, featured the April 29 
dinner meeting of the New York City 
Control at the Hotel New Yorker. The 
meeting likewise heard a report on vari- 
ous Institute activities by Mr. Arthur 
R. Tucker, Managing Director, who also 
introduced Mr. Paul Haase, the newly 
appointed Assistant Secretary of The In- 
stitute. 


PITTSBURGH 
Topic: “MERIT RATING” 


The special committee appointed sev- 
eral months ago by President Vine F. 
Covert of the Pittsburgh Control, to study 
and make recommendations concerning 
proposed Merit Rating Legislation in the 
State of Pennsylvania, presented its re- 
port at the regular monthly meeting of 
the Control, held April 26 in the Fort 
Pitt Hotel. The presentation was made 
by Chairman J. W. Tyson II, assistant 
treasurer of the Koppers Coal Division, 
and his two committee members—Mr. 
M. M. Schratz, auditor of the Aluminum 
Corporation of America, and Mr. E. R. 
Clarkson, controller of the Kaufmann De- 
partment Stores. 

After hearing the report, which was 
worked out jointly with a similar com- 
mittee appointed by the Philadelphia Con- 
trol, the members joined in discussion of 
the recommendations, and also of the 
Merit Rating Bill which recently passed 
the Pennsylvania State Senate. 


TWIN CITIES 


Topic: ACCOUNTING PROCEDURES 
OF THE GREAT NORTHERN 
RAILWAY COMPANY 


Through the courtesy of Mr. George 
H. Hess, Jr., controller of the Great 
Northern Railway Company, the mem- 
bers of the Twin Cities Control enjoyed a 
notable and unusual meeting last month. 
After a dinner held in the St. Paul Ath- 
letic Club, the members proceeded in a 
body to the general offices of the railroad, 
and were taken on a conducted tour 
through the various branches of the ac- 
counting organization. Supervisors were 
on hand to explain the activities of each 


department, answering all questions which 
were asked by the visitors. 

The trip through the offices, and the 
dinner which preceded it, took place on 
April 6. 


SAN FRANCISCO 
Topic: “YOUR OWN PROBLEM” 


Transplanting to the West Coast an 
idea which has been used with such ex- 
cellent results by Eastern and Southern 
Controls, the San Francisco Control staged 
a “Bring Your Own Problems” meeting 
last month. Confined to members only, 
it was labelled a success by ail the par- 
ticipants. 

The meeting was held April 15, in the 
Hotel St. Francis. 


ST. LOUIS 
Topic: “CONTROLLERSHIP PROB- 
LEMS” 


The April meeting of the St. Louis Con- 
trol was devoted to a round table discus- 


sion of “Controllership Problems.” The 
meeting was held April 26, in the 
Missouri Athletic Club, and the interest 
evidenced in the proceedings proved the 
value of this type of session to all con- 
cerned, 


CONGRATULATES INSTITUTE ON 
PHILADELPHIA CONFERENCE 


ARTHUR R. TUCKER 
Managing Director: 

“I would take this opportunity to con- 
gratulate The Institute on the production 
of an excellent convention. In particular, 
I consider the address of Mr. Chapman one 
of the finest technical dissertations to which 
I have ever listened. His ability to leave 
out the unessential and yet cover all that 
was needful is remarkable. 

“This was my first Institute convention 
and I found it both enjoyable and profit- 
able.”’ 


Percy D. MITCHELL 


Morgan Construction Company, 
Worcester, Massachusetts 
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Philadelphia - 





Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 


Industrial Engineering 


Ford, Bacon & Davis 


dncorporated 


Engineers 





Washington - 


NEW YORK, N. Y. 


Chicago 




















NEW MEMBERS ELECTED 





NEW MEMBERS ELECTED 


At a meeting of the National Board of 
Directors held April 30, 1943, the appli- 
cants named below were elected to active 
membership in The Institute: 

MANSELL L. ASHMORE 
The De Havilland Aircraft of Canada 
Limited, Toronto, Ontario, Canada. 

JaMEs H. BARRETT 
The Murray Corporation of America, De- 
troit. 

THoMAsS E. BEHRINGER 
Midland Ordnance Foundation, Inc., De- 
catur, Illinois. 

DaniEL A. BROPHY . 
Elgin National Watch Company, Elgin, 
Illinois. 

LuciEN P. DABROWSKI 
McCall Corporation, Dayton, Ohio. 

THOMAS P. FLEMING 
Davidson Manufacturing Corporation, 
Chicago. 

J. R. Forp 
Alton and Southern Railroad, East St. 
Louis, Illinois. 

J. Epwarp GREAVES 
The Hooper-Holmes Bureau, Inc., New 
York City. 

WittiAM M. Hit; 

Dachel Carter Shipbuilding Corporation, 

Benton Harbor, Michigan. 

WILLIAM H. KIMBALL 
Central Maine Power Company, Augusta, 
Maine. 

HARRY R. LANGE 
Ordnance Steel Foundry Company, Bet- 
tendorf, Iowa. 
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RALPH O. LINVILLE 
The United Light and Power Service 
Company, Chicago. 
EDWARD J. MATTHEWS 
Meyer Brothers, Paterson, New Jersey. 
GERARD L. McCoy 
Standard-Vacuum Oil Company, New 
York City. 
JOHN H. NAGLE 
Muehlhausen Spring Corporation, Logans- 
port, Indiana. 
TREVOR G. NEWTON 
Standard-Vacuum Oil Company, New 
York City. 
JoHN A. PATERSON 
The Brooklyn Union Gas Company, 
Brooklyn, New York. 
GEORGE A. PEACHMAN 
California Bank, Los Angeles. 
CARSTEN E. RONNING 
Continental Illinois National Bank and 
Trust Company of Chicago, Chicago. 
GEORGE E. RUNYEON 
Candler-Hill Corporation, Detroit. 
MorGAN R. SCHERMERHORN, JR. 
The Glenn L. Martin Company, Balti- 
more, Maryland. 
ARTHUR F. SCHUCK 
Green River Ordnance Plant, Stewart- 
Warner Corporation, Dixon, Illinois. 
ALEXANDER P. SMITH 
Guiberson Diesel 
Dallas, Texas. 
ROBERT K. STEVENSON 
The Beckett Paper Company, Hamilton, 
Ohio. 
THEODORE P. TONNE 
National City Lines, Inc., Chicago. 


MALCOLM B. VARNEY 
Bush Terminal Buildings Company, 
Brooklyn, New York. 


RoBERT N. WALLIS 
Dennison Manufacturing Company, Fram- 
ingham, Massachusetts. 

HAROLD E. WELLS 
Grain Dealers National Mutual Fire In- 
surance Company, Indianapolis. 

Perry A. WHITE 
General Machinery Corporation, Hamil- 
ton, Ohio. 


Engine Company, 


CONFERENCE OF GREAT 
PRACTICAL ASSISTANCE 


ARTHUR R. TUCKER 
Managing Director: 

“I should like to repeat what I told you 
in Philadelphia, that I think the conference 
on Monday was a great success in every way 
and certainly should have been of great 
practical assistance to all those whom at- 
tended.” 

Davip R. ANDERSON 
The Kendall Company, 
Walpole, Massachusetts 
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Election of the 29 new 
members named above 
brings the total mem- 
bership of The Institute 
to 


1,955 


NO COMPANY MEMBERSHIPS 


There are no company member- 
ships in The Controllers Institute 
of America. 

All memberships are on an indi- 
vidual, personal basis. They are 
bestowed upon individuals only 
after they have made available to 
the Admissions Committee infor- 
mation concerning their personal 
qualifications, positions and re- 
sponsibilities, which indicates that 
they meet the high standards of 
eligibility established by The Insti- 
tute. 

There is something of the pro- 
fessional atmosphere about con- 
trollership, which is conveyed by 
membership in The Institute. 

Memberships are not transfer- 
able. Once a controller has been 
elected a member of The Institute 
he may retain his membership in- 
definitely, no matter what changes 
may take place in his business con- 
nections or responsibilities. 
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